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MONDAY, MAY 2, 1955 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON BANKING, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a. m., Senator A. Willis Robertson (chairman of the 
subcommittee) presiding. 

Present: Senators Robertson, Frear, and Bennett. 

Senator Ropertson. The committee will please come to order. 

We have before us four bills introduced by Chairman Fulbright at 
the request of the Comptroller of the Currency. We gave due 
public notice of these hearings, and a representative of the District 
of Columbia Bankers’ Association has asked to be heard. They have 

1 problem that may be unique, because the committee has had no 
candied question in any other area. In one of the bills the bankers 
of the District of Columbia would like to put a new yardstick into 
the law governing the maximum amount of loans. They would like 
to have a new clause added that the loans may total 20 percent of 
total deposits. Representatives of the Comptroller’s Office will 
testify concerning that, and they will report that that provision has 
not been cleared with either the Federal Reserve Board or the Bureau 
of the Budget. The four bills mtroduced by Chairman Fulbright 
have all been cleared by the Treasury Department, Budget Bureau, 
the Federal Reserve Board, and the FDIC. 

The chairman has one other request, and that comes from the 
District of Columbia. One of the larger banks is seeing some of its 
most valued directors move into suburban areas. One of these bills 
provides that in view of modern transportation a limitation of resi- 
dence of 50 miles is no longer realistic, and the Comptroller, with the 
approval of the other agencies, recommends that that be extended 
to 100 miles. That is a 2-hour trip under ordinary circumstances 
over good roads. The Washington banker in question would like 
to see the present exemption of one-fourth of the directors being 
permitted to live outside of the mileage limitation increased to one- 
third, so that if the time ever came when more than 25 percent of 
the directors would like to live in suburban Maryland or Virginia, 
they would not have to give up being members of that partic ular 
bank’s board of directors. 

Without objection, I would like to have the material given to the 
reporter made part of the record. That is the bills, letters of trans- 
mittal and memorandums from the Treasury Department, and other 
departmental reports on the bills. 
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(S. 1187, S. 1188, S. 1189, S. 1736, and the analyses and reports 
referred to follow:) 
(S. 1187, 84th Cong., Ist sess.] 


A BILL To amend section 5221 of the Revised Statutes, relating to voluntary liquidation of national banks 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 5221 of the Revised Statutes (U.S. C., 
1952 edition, title 12, sec. 182) is amended to read as follows: 

“Sec. 5221. Whenever a vote is taken to-go into liquidation it shall be the 
duty of the board of directors to cause notice of this fact to be certified, under 
the seal of the association, by its president or cashier, to the Comptroller of the 
Currency, and publication thereof to be made for a period of two months in every 
issue of a newspaper published in the city or town in which the association is 
located, or if no newspaper is there published, then in the newspaper published 
nearest thereto, that the association is closing up its affairs, and notifying its 
creditors to present their claims against the association for payment.” 


JANUARY 24, 1955. 
The PRESIDENT OF THE SENATE, 


Washington, D. C. 


Srr: There is transmitted herewith a draft of a proposed bill to amend section 
5221 of the Revised Statutes, relating to voluntary liquidation of national banks. 

Section 5221 of the Revised Statutes (12 U. 8. C. 182) requires that whenever 
a vote is taken to put a national bank into liquidation the board of directors shall 
cause notice of this fact to be published for a period of 2 months in a newspaper 
published in the city or town in which the association is located, and also in a 
newspaper published in the city of New York. These publications are for the 
purpose of “notifying the holders of its notes and other creditors to present the 
notes and other claims against the association for payment.”’ The ‘‘notes’’ 
referred to in the statute are the notes formerly issued by national banks which 
circulated as currency but which are now no longer issued. Because these notes 
were used as currency and because their circulation was often wide, it was deemed 
desirable to have notice of a pending liquidation of the issuing bank given in 
New York, the then financial center of the country, in addition to being given 
locally. With the cessation of the issuance of such notes, every national bank 
having circulating notes outstanding deposited lawful money with the Treasurer 
of the United States to cover the full redemption value of its outstanding notes, 
and all such notes may be redeemed at the United States Treasury. Therefore, 
the need for publication in New York and for notification to holders of the notes 
to present them for payment has passed. 

Accordingly, to relieve the banks of the now unnecessary expense of the New 
York publication, it is bélieved that section 5221 of the Revised Statutes should 
be amended to eliminate that requirement, and it is believed that there should 
also be eliminated from the statute the reference to notifying the holders of the 
bank’s notes to present them for payment. The proposed legislation would 
accomplish these purposes, and would also make it clear that publication must 
be made in every issue of the local newspaper. The requirement of local publica- 
tion notifying creditors to present their claims against the bank is, of course, 
still necessary and such requirement would be retained under the proposed 
amendment. The Treasury "‘Devertenent recommends that the proposed legisla- 
tion be enacted into law. 

It would be appreciated if you would lay the proposed bill before the Senate. 
A similar proposed bill has been transmitted to the Speaker of the House of 
Representatives. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this proposed legislation to the Congress. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 
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Boarp oF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, April 25, 1955. 
Hon. J. W. Funsricut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Dear SENATOR FuLsricut: This is in reply to Mr. Yingling’s letter of April 
12, 1955, requesting the opinion of the Board of Governors as to the merits of 
S. 1187, a bill to amend section 5221 of the Revised Statutes, relating to voluntary 
liquidation of national banks. 

In addition to a clarifying amendment and the deletion of an obsolete provision, 
the effect of S. 1187 would be to eliminate the requirement that notice of the 
pending liquidation be published in a New York City newspaper. Publication 
of such notice in a local newspaper would continue to be required. 

The Board of Govertiors favors the enactment of the pending bill. 

Sincerely yours, 
(Signed) C. C. Balderston, 
(Typed) C. Canspy BALDERSTON. 





FEDERAL Deposit INSURANCE CORPORATION, 
Washington 25, April 18, 1956. 
Hon. J. W. FuLsricnt, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear SENATOR Fuusricut: Mr. J. H. Yingling, clerk of your committee, in 
his letter of April 12, 1955, requested our opinion as to the merits of S. 1187, a 
bill to amend section 5221 of the Revised Statutes, relating to voluntary liquida- 
tion of national banks. 

This bill would eliminate the requirement that a national bank in voluntary 
liquidation publish in a newspaper, published in the city of New York, notice 
that the bank is closing up its affairs and notifying the holders of its notes and 
other creditors to present the notes and other claims against the bank for payment. 
The requicement of local publication notifying creditors to present their claims 
against the bank is retained in the proposed amendment but reference to notifying 
the holders of the bank’s notes to present them for payment is eliminated. The 
proposed amendment makes clear that the local publication must be made in 
every issue of the local newspaper for a period of 2 months. 

National bank notes which circulated as currency are no longer issued. 
National banks with outstanding circulating notes have deposited funds with the 
Treasurer of the United States to cover the full redemption value of outstanding 
notes and all such notes may be redeemed at the United States Treasury. The 
need for the New York publication and notification by national banks in voluntary 
liquidation to holders of notes to present them for payment no longer exists. 
Accordingly, we recommend the enactment of the proposed legislation. 

We have been advised by the Bureau of the Budget that there is no objection 
to the submssion of this report. 

With personal regards, I am, 

Sincerely yours, 
(Signed) H. E. Cook, 
H. E. Coox, Chairman, 





[S. 1188, 84th Cong., 1st sess.] 


A BILL To amend section 5240 of the Revised Statutes, as amended, relating to the examination of national 
banks 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first paragraph of section 5240 of the 
Revised Statutes, as amended (12 U. S. C. 481), is amended by deleting the first 
sentence thereof and substituting therefor the following sentences: ‘““The Comp- 
troller of the Currency, with the approval of the Secretary of the Treasury, shall 
appoint examiners who shall examine every national bank twice in each calendar 
year, but the Comptroller, in the exercise of his discretion, may waive one such 
examination or cause such examinations to be made more frequently if considered 
necessary. The waiver of one such examination as above provided shall not be 
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exercised more frequently than once during each two-year period beginning Janu- 
ary 1, 1955.’’; and by deleting from the second sentence thereof the following: 
“or of any other member bank,’’. 

Sec. 2. The third paragraph of section 5240 of the Revised Statutes, as amended 
(12 U. 8. C. 482), is amended by deleting the second sentence thereof and sub- 
stituting therefor the following: ““The expense of the examinations herein provided 
for shall be assessed by the Comptroller of the Currency upon national banks in 
proportion to their assets or resources. The assessments may be made more fre- 
quently than annually at the discretion of the Comptroller of the Currency. The 
annual rate of such assessment shall be the same for all national banks, except that 
banks examined more frequently than twice in one calendar year shall, in addition, 
be assessed the expense of these additional examinations.” 

Sec. 3. The seventh paragraph of section 5240 of the Revised Statutes, as 
amended (12 U.S. C. 482), is deleted and there is substituted therefor the follow- 
ing: “In addition to the expense of examination to be assessed by the Comptroller 
of the Currency as heretofore provided, all national banks exercising fiduciary 
powers and all banks or trust companies in the District of Columbia exercising 
fiduciary powers shall be assessed by the Comptroller of the Currency for the ex- 
amination of their fiduciary activities a fee adequate to cover the expense thereof.” 


JANUARY 27, 1955. 
The PRESIDENT OF THE SENATE, 
Washington, D. C. 

Sir: There is transmitted herewith a draft of a proposed bill to amend section 
5240 of the Revised Statutes, as amended, relating to the examination of national 
banks. 

Section 5240 of the Revised Statutes, as amended (12 U. 8. C. 481, 482), 
requires that the Comptroller of the Currency shall appoint examiners who shall 
examine every national bank at least twice in each calendar year, and fixes the 
method of assessing the costs of the examinations against the banks. 

It is believed that the Comptroller’s bank supervisory responsibilities can be 
adequately discharged with less than the presently required two examinations 
per annum in the case of certain banks. In addition, it is deemed desirable that 
the Comptroller be permitted to assess the costs of examinations upon dates 
selected by him rather than the dates of examination. The proposed legislation 
would accomplish these purposes. There is attached hereto a memorandum 
which more fully explains the proposed changes. 

It is believed that passage of this bill is in the best interests of the national 
banking system. The Treasury Department recommends that the proposed 
legislation be enacted into law. It will be appreciated if you will lay the enclosed 
bill before the Senate. An identical proposed bill has been transmitted to the 
Speaker of the House of Representatives. Similar legislation was introduced 
during the 83d Congress as 8. 3888. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this proposed legislation to the Congress. 

Very truly yours, 
G. M. Humpurey, 
Secretary of the Treasury. 


MEMORANDUM RE PROPOSED AMENDMENT TO Section 5240 or THE REVISED 
STATUTES 


The first paragraph of section 5240 of the Revised Statutes (12 U. 8. C. 481) 
requires that the Comptroller of the Currency shall appoint examiners who shall 
examine e\ery national bank at least twice in each calendar year. Examinations 
may be made oftener if considered necessary. 

The experience gained by the Comptroller’s Office over a long period of years 
clearly proves that two examinations per annum is a desirable examination fre- 
quency schedule for a large proportion of national banks. However, it is apparent 
to the Confptroller that the statutory requirement of two examinations per 
calendar year for all national banks is unnecessarily rigid, not conducive to the 
best utilization of the time and efforts of national bank examiners, and that the 
requirement could safely be made more flexible. 

The proposed legislation would provide elasticity to the requirement of the 
present law that all national banks be examined twice in each calendar year by 
permitting the Comptroller, in his discretion, to waive one such examination in 
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justified cases. It would not be the purpose to waive one examination in all 
possible cases, but rather to adjust examination schedules so as to obtain the 
maximum benefit from the examination work performed. It would be the purpose 
to examine a large proportion of national banks twice each year, but if greater 
benefits would accrue in a particular Federal Reserve district through the more 
thorough examination of national banks of average size than would result from 
two examinations per annum of a few very large national banks of demonstrated 
soundness and management capacity, the latter might be examined only once 
during the calendar vear. 

The legislation would further provide, however, that examinations may not be 
waived with respect to a particular bank more frequently than once during each 
2-year period beginning January 1, 1955. In other words, in at least 1 of the 
2 years of each 2-year period the Comptroller could not waive an examination but 
would have to examine the bank twice. It is believed this would permit more 
thorough examinations which would be of greater value to the banks concerned as 
well as to the Comptroller. 

Enactment of the proposed legislation would result in certain economies in the 
Comptroller’s Office which would accrue to the benefit of ns — ul banks. The 
expenses of the Comptroller’s Office are defrayed by national banks through the 
payment of examination fees. 

The proposed amendment would eliminate references to ‘‘member banks”’ and 
would make the examination provision applicable only to national banks. This 
makes no substantive change in the law for by the act of June 21, 1917 (12 U.S 
330), it was provided that State member banks should not be subject to examina- 
tion under the provisions of the first two paragraphs of section 5240 of. the Revised 
Statutes (12 U.S. C. 481, 482). 

The third paragraph of section 5240 of the Revised Statutes (12 U. S. C. 482) 
provides that the expense of the examinations of national banks shall be assessed 
by the Comptroller of the Currency upon the banks examined in proportion to 
assets or resources held by the banks upon the dates of examination of the various 
banks. It is deemed desirable that legislation be enacted which would permit the 
assessments made on national banks by the Comptroller to be in proportion to their 
assets or resources on any dates the Comptroller of the Currency may select, 
rather than upon the dates of examination of the various banks. The second sec- 
tion of the proposed bill would accomplish this purpose. If this legislation is 
enacted, in all probability such assessments will be levied by the Comptroller of 
the Currency quarterly or semiannually. The annual rate of assessment will be 
the same for every national bank. However, with respect to those banks which 
are examined more frequently than twice in each calendar year, each such bank 
will be assessed, in addition to the regular assessment, the expense of the additional 
examinations 

The seventh paragraph of section 5240 of the Revised Statutes, as amended (12 
U. 8. C. 482), provides that the expenses of examining trust departments of banks 
examined by the Comptroller of the Currency shall be assessed against the banks 
examined in proportion to the total assets under administration, and the total 
bonds or notes outstanding under corporate bond or note issues for which the banks 
are acting as trustees. This has proved to be impractical since there is no standard- 
ization of practice with respect to carrying values of trust assets. A more practical 
method of charging for trust examinations is to assess a fee based upon the actual 
cost to the Comptroller’s Office of making the trust examination. The third sec- 
tion of the proposed bill provides that charges for trust examinations shall be made 
inthis manner. Of course, included in the cost is a reasonable amount attributable 
to overhead expenses of the Comptroller’s Office. 





BoarRD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, April 25, 19565. 
Hon. J. W. Futsricut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Drar SENATOR FuLBRIGHT: This is in reply to Mr. Yingling’s letter of April 12, 
1955, requesting the opinion of the Board of Governors as to the merits of 5S. 1188, 
a bill to amend section 5240 of the Revised Statutes, relating to the e xamination of 
national banks by the Comptroller of the Currency. 

At present, section 5240 requires that every national bank be examined at least 
twice in each calendar year. 8. 1188 would modify this requirement by authoriz- 
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ing the Comptroller of the Currency, in his discretion, to waive one such examina- 
tion not “more frequently than once during each 2-year period beginning January 
1,1955.’”’ The bill also would provide that the amount of the annual examination- 
expense assessment upon a national bank would be the same regardless of whether 
the bank was examined once or twice in the particular year. 

It is understood that the Comptroller of the Currency does not intend to waive 
examinations in all possible cases but rather to adjust examination schedules so as 
to obtain the maximum benefit from the examination work performed, and that 
the authority to waive examinations will be exercised only in cases where the 
management, capital adequacy, and asset condition of the bank are on a very 
high plane. 

Accordingly, the Board of Governors favors the enactment of 8. 1188. 

Sincerely yours, 
(Signed) C. C. Balderston, 
C. CanBy BALDERSTON. 


—_——— 


FEDERAL Deposit INSURANCE CORPORATION, 
Washington 25, April 18, 1956. 
Hon. J. W. FuLpricart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear Senator Fuutsricut: Mr. J. H. Yingling, clerk of your committee, in his 
letter of April 12, 1955, requested our opinion as to the merits of S. 1188, a bill to 
amend section 5240 of the Revised Statutes, as amended, relating to the examina- 
tion of national banks. 

This bill would authorize the Comptroller of the Currency, in his discretion, to 
waive, during each 2-year period beginning January 1, 1955, 1 of the 2 examina- 
tions of national banks now required annually. Under existing authority the 
Comptroller of the Currency may cause such examinations to be made more 
frequently if considered necessary. The bill would also permit the Comptroller 
of the Currency to make assessments on national banks for the expenses of their 
examination in proportion to their assets and resources on dates selected by the 
Comptroller of the Currency and permit the assessment of the expenses of trust 
department examinations of national and district banks to be made on the basis 
of actual cost. 

We believe that the proposed reduction of required examinations of national 
banks from 2 each year to 3 in every 2-year period would provide adequate super- 
vision to national banks. The proposed changes in the manner of assessing the 
expenses of examination of national banks and trust departments appear more 
practical. Accordingly, we recommend the enactment of the proposed legislation. 

We have been advised by the Bureau of the Budget that there is no objection 
to the submission of this report. 

With personal regards, I am, 

Sincerely yours, 
(Signed) H. E. Cook, 
H. E. Coox, Chairman. 


[S, 1189, 84th Cong., Ist sess.] 
A BILL To permit national banks to make twenty-year real estate loans and nine-month construction loan 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first paragraph of section 24 of the 
Federal Reserve Act, as amended (U. 8. C., 1952 edition, title 12, sec. 371), is 
amended to read as follows: 

“Sec. 24. Any national banking association may make real estate loans secured 
by first liens upon improved real estate, including improved farmland and im- 
proved business and residential properties. A loan secured by real estate within 
the meaning of this section shall be in the form of an obligation or obligations 
secured by a mortgage, trust deed, or other instrument upon real estate, which 
shall constitute a first lien on real estate in fee simple or, under such rules and 
regulations as may be prescribed by the Comptroller of the Currency, on a lease- 
hold (1) under a lease for not less than ninety-nine years which is renewable or 
(2) under a lease having a period of not less than fifty years to run from the date 
the loan is made or acquired by the national banking association, and any national 
banking association may purchase any obligation so secured when the entire 
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amount of such obligation is sold to the association. The amount of any such 
loan hereafter made shall not exceed 50 per centum of the appraised value of the 
real estate offered as security and no such loan shall be made for a longer term 
than five years; except that (1) any such loan may be made in an amount not to 
exceed 60 per centum of the appraised value of the real estate offered as security 
and for a term not longer than ten years if the loan is secured by an amortized 
mortgage, deed of trust, or other such instrument under the terms of which the 
installment payments are sufficient to amortize 40 per centum or more of the 
principal of the loan within a period of not more than ten years, (2) any such 
loan may be made in an amount not to exceed 60 per centum of the appraised 
value of the real estate offered as security and for a term not longer than twenty 
years if the loan is secured by an amortized mortgage, deed of trust, or other such 
instrument under the terms of which the installment payments are sufficient to 
amortize the entire principal of the loan within a period of not more than twenty 
years, and (3) the foregoing limitations and restrictions shall not prevent the 
renewal or extension of loans heretofore made and shall not apply to real estate 
loans which are insured under the provisions of title II, title VI, title VIII, section 
8 of title I, or title IX of the National Housing Act or which are insured by the 
Secretary of Agriculture pursuant to title I of the Bankhead-Jones Farm Tenant 
Act, or the Act of August 28, 1937, as amended. No such association shall make 
such loans in an aggregate sum in excess of the amount of the capital stock of such 
association paid in and unimpaired plus the amount of its unimpaired surplus 
fund, or in excess of 60 per centum of the amount of its time and savings deposits, 
whichever is the greater. Any such association may continue hereafter as here- 
tofore to receive time and savings deposits and to pay interest on the same, but 
the rate of interest which such association may pay upon such time deposits or 
upen savings or other deposits shall not exceed the maxium rate authorized by 
law to be paid upon such deposits by State banks or trust companies organized 
under the laws of the State in which such association is located.”’ 

Sec. 2. The first sentence of the third paragraph of section 24 of the Federal 
Reserve Act, as amended (U. 8. C., 1952 edition, title 12, sec. 371), is amended 
by deleting therefrom the word “six”? and by substituting therefor the word 
‘nine’. 





JANUARY 25, 1955, 
The PRESIDENT OF THE SENATE, 


Washington, D. C. 


Sir: There is transmitted herewith a draft of a proposed bill to permit national 
banks to make 20-year real estate loans and 9-month construction loans. 

The proposed legisiation would accomplish 2 purposes: (1) It would permit 
national tanks to make mortgage loans for periods in excess of 10 years (which 
is now the statutory limit) but not exceeding 20 years, provided that such loans 
are amortized and that the installment payments are sufficient to amortize the 
entire principal of the loan within a period of not more than 20 years; (2) it 
would change the permissible duration of residential and farm construction loans 
which need not be considered as real estate loans, from 6 to 9 months. 

There is attached a memorandum which more fully explains the recommended 
changes. It is believed that enactment of the proposed legislation will be beneficial 
to the national banking system. The Treasury Department recommends that 
it be enacted into law. 

It would be appreciated if you would lay the proposed bill before the Senate. 
A similar proposed bill has been transmitted to the Speaker of the House of 
Representatives. 

_ The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this proposed legislation to the Congress. 
Very truly yours, 
G. M. Humpnrey, 
Secretary of the Treasury. 


MEMORANDUM Re Proposep CHANGES IN SECTION 24 OF THE FEDERAL RESERVE 
Act 


Under section 24 of the Federal Reserve Act (12 U. 8S. C. 371), national banks 
are permitted to make mortgage loans on improved real estate. The amount of 
any such loan may not exceed 50 percent of the appraised value of the real estate 
and no such loan may be made for a longer term than 5 years, except that any 
such loan may be made in an amount not exceeding 60 percent of the appraised 
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value of the real estate and for a term not longer than 10 years if the loan is 
amortized and the installment payments are sufficient to amortize 40 percent or 
more of the principal of the loan within a period of not more than 10 years. No 
such loan may be made for a longer term than 10 years. Under current practices 
in mortgage lending, loans are frequently made for terms of more than 10 years, 
and thus national banks find themselves at a competitive disadvantage with other 
lending institutions. It is believed that the maximum term for which mortgage 
loans may be made by national banks can, with safety, be extended to 20 years 
and that is what is proposed. The legislation would provide that any loan made 
for a term in excess of 10 years may not exceed in amount 60 percent of the 
appraised value of the real estate, and that the terms of the loan must require 
installment payments sufficient to amortize the entire principal of the loan within 
a period of not more than 20 years. Those requirements will provide ample 
safety for the banks. 

Enactment of this proposal would bring the mortgage lending powers of national 
banks into conformity with present-day widespread practice and would enable 
the banks to more effectively compete with other lending institutions. 

The second change which is recommended is a lengthening of the permissible 
duration of residential and farm construction loans which are not to be regarded 
as real estate loans, from 6 to 9 months. Experience has indicated that the 
6-month period is unrealistically short, but that a 9-month period will be adequate 
in most cases. The change can be made without serious consequences. 





FEDERAL Deposit INSURANCE CorpP., 
Washington 25, April 18, 1955. 
Hon. J. W. FuLericart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear SENATOR Futsricut: Mr. J. H. Yingling, clerk of your committee, in 
his letter of April 12, 1955, requested our opinion as to the merits of 8. 1189, a 
bill to permit national banks to make 20-year real estate loans and 9-month con- 
struction loans. 

This bill would permit national banks to make mortgage loans for periods in 
excess of 10 years, which is now the statutory limit, but not exceeding 20 years 
provided such loans are fully amortized by maturity. It would also change the 
perm‘ssible duration of loans for the construction of residential or farm buildings 
from 6 to 9 months. 

In our opinion those changes will permit national banks to provide better credit 
facilities for their customers with ample safety for the banks. Accordingly, we 
recommend the enactment of the proposed legislation. 

We have been advised by the Bureau of the Budget that there is no objection 
to the submission of this report. 

With personal regards, I am 

Sincerely yours, 


H. E. Cook, Chairman. 


Boarp OF GOVERNORS OF THE FEDERAL RESERVE System, 
Washington, April 25, 1955. 
Hon. J. W. FuLRRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear SENATOR FuLsricut: This is in reply to Mr. Yingling’s letter of April 
12, 1955, requesting the opinion of the Board as to the merits of S. 1189. 

At the present time, section 24 of the Federal Reserve Act imposes a 10-year 
limit upon the maturity of so-called conventional real estate loans by naticnal 
banks. Under the amendment proposed by S. 1189, a national bank would be 
permitted to make such loans with maturities up to 20 years, provided that the 
loan agreement called for installment payments sufficient to amortize the entire 
principal of the loan within a period of not more than 20 years. §S. 1189 also 
would authorize national banks to make real estate construction loans under the 


third paragraph of section 24 with maturities up to 9 months, in lieu of the 6-month 
limitation prescribed at present. 
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In the opinion of the Board of Governors, enactment of the proposed amend- 
ment of section 24 of the Federal Reserve Act would modernize the mortgage 
lending powers of national banks to bring them in line with sound present-day 
practices and conditions in a manner compatible with the public interest. 
Sincerely yours, 

C, Canspy BALDERSTON. 





[S. 1736, 84th Cong., Ist sess.] 


A BILL to amend section 5146 of the Revised Statutes, as amended, relating to the qualifications of directors 
of national banking associations 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 5146 of the Revised Statutes, as 
amended (U.S. C., 1952 edition, title 12, sec. 72), is amended by deleting there- 
from the words “fifty”? and ‘“‘fifty-mile’’, and substituting therefor the words 


“one hundred”’ and ‘‘one-hundred-mile”’, respectively. 


AprIL 4, 1955. 
The PRESIDENT OF THE SENATE, 
Washington, D. C. 

Sir: There is transmitted herewith a draft of a proposed bill “To amend 
section 5146 of the Revised Statutes, as amended, relating to the qualifications of 
directors of national banking associations.’’ 

Section 5146 of the Revised Statutes, as amended (12 U. 8. C. 72), requires that 
at least three-fourths of the directors of a national bank must reside within the 
State in which the bank is located or within 50 miles of the location of the office 
of the bank. In the light of modern-day transportation this 50-mile limitation is 
unrealistically restrictive. Accordingly, to give to national banks a wider range 
for the selection of their directors, it is reeommended that the 50-mile limitation 
be changed to a 100-mile limitation. It is believed that no serious consequences 
would result from this change in the law. 

It would be appreciated if you would lay the proposed bill before the Senate. 
A similar proposed bill has been transmitted to the Speaker of the House of 
Representatives. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this proposed legislation to the Congress. 

Very truly yours, 
G. M. HumPpHREY, 
Secretary of the Treasury. 





BoarD OF GOVERNORS OF THE FEDERAL RESERVE System, 
Washington, April 26, 1956. 
Hon. J. W. Fu.serient, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 
Dear SENATOR FuLsBrigut: This is in reply to Mr. Yingling’s letter of April 22, 
1955, requesting the opinion of the Board of Governors as to the merits of 8. 
1736, a bill to amend section 5146 of the Revised Statutes with respeet to the 
place of residence of directors of national banks. 
In his letter requesting the introduction of 8. 1736, the Secretary of the Treasury 
stated that the present statutory provision regarding residence within 50 miles of 
} the bank is ‘‘unrealistically restrictive”’ in the light of modern-day transportation, 
and he recommended a 100-mile limitation in lieu thereof. The Board of Gover- 
nors agrees that, under present-day conditions of transportation and eommunica- 
tion, a 100-mile limitation is more appropriate, and consequently the Board 
favors enactment of the proposed bill. 
Sincerely yours, 
(Signed) C. C. Balderston 
C. Cansy BAaLDERSTON. 
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FEDERAL Deposit INSURANCE CORPORATION, 


Washington 25, April 25, 1956. 
Hon. J. W. Fuieriecat, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 

Dear SENATOR Futsricut: Mr. J. H. Yingling, clerk of your committee, in 
his letter of April 22, 1955, requested our opinion as to the merits of S. 1736, a 
bill to amend section 5146 of the Revised Statutes, as amended, relating to the 
qualifications of directors of national banking associations. 

Section 5146 of the Revised Statutes, as amended (12 U. 8. C. 72), requires 
that at least three-fourths of the directors of a national bank must reside within 
the State, Territory, or District in which the bank is located, or within 50 miles 
of the location of the office of the bank. This bill would change that require- 
ment so that three-fourths of the directors of a national bank must reside within 
the State, Territory, or District in which the bank is located, or within 100 miles 
from the location of the office of the bank. 

We believe the reasons for this proposed change as set forth in the letter of 
the Secretary of the Treasury to Congress requesting this legislation to be valid. 
Accordingly, we have no objection to the enactment of this legislation. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

With personal regards, I am 

Sincerely yours, 
H. E. Cooxr, Chairman. 

Senator Ropertson. The chairman will call as the first witness 
Mr. L. A. Jennings, Deputy Comptroller of the Currency. 

Mr. Jennrtnos. I would like to have Mr. Folger, our Chief Exam- 
iner, with me, Senator Robertson. 

Senator Rosertson. That will be quite satisfactory. 


STATEMENT OF L. A. JENNINGS, DEPUTY COMPTROLLER OF THE 
CURRENCY, ACCOMPANIED BY W. P. FOLGER, CHIEF NATIONAL 
BANK EXAMINER 


Mr. Jennines. Mr. Chairman, with your permission I will proceed 
with S. 1736, dealing with the qualifications of residence of directors. 

Senator Rospertson. You may proceed. You may summarize your 
prepared statement if you wish, and your full statement will be made 
a part of the record. 

Mr. Jennincs. At the present time a national bank is limited as 
to the directors it may have from a residential standpoint, as follows: 
three-quarters of the directors must reside within the State or within 
50 miles of the location of the bank. That has proved to be unduly 
restrictive, and we are asking that the committee consider increasing 
the limitation to “three-quarters of the directors must reside within 
the State or within 100 miles of the bank.” We believe that is a very 
minor change and one that is justified. 

Senator Rozertson. There has come to our attention no objection 
to that change. Only expressions of approval. Will you comment 
on the change from one-fourth of them living outside of the given 
limit to one-third of them living outside the limit? 

Mr. Jennines. The Office of the Comptroller of the Currency would 
favor that change. We would favor one-third rather than one-quarter. 

Senator Ronertson. It is to be assumed that no bank is going to 
have as a director a man who is not clearly identified with the com- 
munity that the bank serves. He can happen to live, of course, 
beyond the limits of the city in which the bank is located. 

Mr. JenninGs. That is our belief, Mr. Chairman. 
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Senator Rosertson. So if the committee saw fit to amend your 
bill, your 100-mile bill, it would meet with your approval? 

Mr. Jennines. The Office of the Comptroller of the Currency 
would approve it. 
Senator Ropertson. You may proceed with the other bills. 
(Mr. Jennings’ prepared statement on S. 1736 follows:) 


SraTEMENT OF L, A, JENNINGS, DEPUTY CoMPTROLLER OF THE CURRENCY ON 
S. 1736 


Mr. Chairman and members of the committee, the National Bank Act as 
enacted in 1864 contained a provision that three-fourths of the directors of a 
national bank must reside within the State wherein the bank was located. This 
statute remained unchanged in this respect until 1921 when legislation was 
enacted which provided that three-fourths of the directors of a national bank 
must reside within the State wherein the bank was located or within 50 miles of 
the location of the bank if the director or directors maintained residences in 
another State. The statute in this respect has remained unchanged since 1921. 

The purpose of S. 1736 is to give to national banks a somewhat wider range 
in the selection of their directors. The shareholders of national banks are 
naturally desirous of electing as their representatives as strong a board as possible, 
and in some instances, the governing statute now in force has been unduly restric- 
tive. Federal law in this respect is more restrictive than that of some of the 
States. For example, New York law requires merely that one-third of the 
directors of a State bank must reside within the State, and three-fourths must 
reside within the State or anywhere within a contiguous State. In addition, the 
New York superintendent of banks may, in his discretion, permit as directors 
of a bank not more than one-half of the total number thereof to serve as such 
even though they are not residents of New York or a contiguous State. New 
Jersey imposes no geographic limitations on the residence of directors of New 
Jersey banks. Under Oregon law two-thirds of the directors of State banks 
must be residents of the State or must reside within 100 miles of the bank. Under 
Ohio law, only a majority of the directors must be residents of the State. The law 
in all these States is more liberal than is present Federal law. 

It is proposed to liberalize Federal law to some extent, and S. 1736 would do 
this by changing the present 50-mile limitation contained in Federal law to a 
100-mile limitation. If enacted into law, three-fourths of the directors of a 
national bank would be required to reside within the State where the bank was 
located or within 100 miles of the location of the bank if the directors resided 
in another State. In the light of modern-day transportation, a director residing 
100 miies from the bank would be as available to discharge his directorial duties 
as would a director who resided 50 miles away at the time the present statute 
was enacted. This rather minor change would give to national banks a wider 
scope and greater freedom in the selection of their directors, and in our opinion 
would have no detrimental effects either on particular banks, or on the national 
banking system. On the contrary, we believe it would be beneficial. We urge 
that 8S. 1736 be enacted. 


Mr. JenninGs. I would like now to consider S. 1187. 

At the present time, when a bank goes into voluntary liquidation it 
is necessary that it publish that fact for 60 days in a local paper and 
in a newspaper located in New York City. Prior to 1935, when 
national banks had circulating notes, it was considered desirable that 
every national bank that went into voluntary liquidation should 
publish notice of that fact in a New York City newspaper, so that at 
one central place, an important money center, it would be known 
that the circulating notes of that bank should be returned to Wash- 
ington. Since 1935 there has been no need for the 60-day publication 
of notice in New York City. I suppose the main reason why the 
Comptroller’s Office hasn’t suggested this legislation before is that 
until recent years there were relatively few banks that were being 
placed in voluntary liquidation. In the last several years there has 












12 NATIONAL BANK AMENDMENTS 


been a fair number by virtue of purchase and sales, and a very few 
small banks that have voluntarily liquidated and gone out of business. 

It is a costly matter to publish such notice for 60 days in New York 
City. There is no reason for it. We strongly recommend that the 
statute be amended to simply require public ation for 60 days in a 
local newspaper where the bank is located. 

Senator Ronertson. New York City still has its hands on the bulk 
of the money in the country, but they do not have the control they 
once had. 


Mr. JenninGs. That is the way we view it. 
Senator Ropertson. It is no longer in your opinion necessary to 


give the money changers in New York notice that the bank is going 
to voluntarily liquidate. 


Mr. Jennincs. No reason whatsoever. As a matter of fact, I 
believe that certain publications put out in New York do note the 
fact concerning a vast majority of the banks that have gone into 
voluntary liquidation around the country. 

Senator Rongerrson. There seems to be unanimous opinion on 
your proposal. You may proceed with the next bill. 

(Mr. Jennings’ prepared statement on S. 1187 follows:) 


STATEMENT OF L. A. JENNINGS, DeEpuTY COMPTROLLER OF THE CURRENCY, ON 
S. 1187 


Mr. Chairman and members of the committee, S. 1187 would amend section 
5221 of the Revised Statutes by eliminating the requirement that a national 
bank going into voluntary liquidation must publish notice of that fact in a news- 
paper published in the city of New York. 

Existing law which has not been changed since its original enactment in 1864, 
requires that a national bank going into voluntary liquidation must publish 
notice of that fact for a period of 2 months in ie newspaper published in its own 
locality and also in a newspaper published in New York. The primary purpose 
of the requirement that publication must be made in New York was to inform 
the public insofar as possible that the bank was liquidating and that its cir- 
culating notes, which might be widely scattered throughout the country should 
be presented for payment. As you know, circulating notes have not been issued 
by national banks since 1935. Therefore, there is now no reason why national 
banks located in various parts of the country should have to publish in New 
York City notice of the fact that they are liquidating. 

Whenever a national bank sells its assets to another bank in consideration for 
the assumption of its liabilities the selling bank must be placed in voluntary 
liquidation. Some banks discontinue business and go into voluntary liquidation 
without selling their assets to other banks; 59 banks were placed in voluntary 
liquidation during 1954, of which 58 sold their assets to other banks. 

Publication of notice of liquidation in the place in which the liquidating bank 
is located is of course necessary and that requirement should be retained. 8S. 1187 
would retain that provision. The Comptroller’s Office has consistently inter- 
preted the present law as requiring publication in every issue of the newspaper 
in which publication is made and it seems desirable to make the statutory language 
specific on that point. Therefore, 5. 1187 would expressly state that publication 
must be made in every issue of the local newspaper for the 2-month period. 

Since there is no longer any need for New York publication, it has become a 
source of unnecessary expense and trouble to the banks and this requirement 
should be eliminated. 8. 1187 will accomplish this purpose and we urge that 


it be enacted. 

Mr. JenniNGs. I would like to proceed now with S. 1188, and be- 
cause of its importance I would like to spend more time on it, Mr. 
Chairman. 


Senator Rosertson. You may take more time. Senator Frear is 
here to take over. 
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Mr. JennrnGs. Mr. Chairman and members of the committee, from 
1864 to 1913 the Federal statutes provided that national banks be 
examined as frequently as the Comptroller of the Currency might 
consider it to be desirable and necessary. During much, and possibly 
all, of this period it is believed that the various Comptrollers of the 
Currency exercised their discretionary power by examining national 
banks twice in each calendar year. Legislation was enacted in 1913 
which required the Comptroller of the Currency to examine national 
banks twice each year and gave him the authority to make such addi- 
tional examinations of individual banks as the circumstances might 
require. This is the currently governing statute. 

The laws of the 48 States, as they pertain to the frequency of exam- 
inations of State-chartered banks by the respective State banking de- 
partments, are as follows. I will omit reading the data which next 
appear in our statement, but a quick glance will show that a very 
large number of States require only 1 examination per annum, a much 
smaller number require only 2 examinations per annum, and 3 States 
leave it within the discretion of the State superintendent as to how 
many examinations per annum shall be made, and in those 3 States the 
current practice is to make 1 examination per annum. 

It will be noted that several States having very substantial banking 
resources are among those requiring only one examination per annum. 

The proposed bill, S. 1188, would provide elasticity to the require- 
ment of the present law that all national banks be examined twice 
in each calendar year by permitting the Comptroller of the Currency, 
in his discretion, to waive 1 such examination not more frequently 
than once in each 2-year period commencing January 1, 1955. 

Senator FreaR (presiding). Which means 3 examinations in 2 years? 

Mr. JenninGcs. That is correct, sir. 

Senator Frear. These are fundamental questions. Upon comple- 
tion of the examination what is the procedure of your Chief Examiner? 
Does he go to the board of directors and go over any things that may 
be in question or need explanation? 

Mr. JenninGs. I would say the procedure is as follows. At the 
conclusion of the examination, if the examiner in charge considers 
that it is necessary. 

Senator Frear. The examiner in charge? 

Mr. JENNINGS. The examiner in charge of that particular examina- 
tion. If he considers it necessary, he will ask that the board be 
convened, and he will consider with the board the various things 
that he believes should be corrected. If it is a very serious case, 
he would, of course, communicate with his Chief Examiner, and the 
Chief Examiner would meet with the board along with the examiner 
in charge, but in the average case the Chief Examiner would not 
appear on the scene until later if it proved necessary. The examiner, 
of course, prepares his report, it is sent to the Chief Examiner’s office 
for typing, and is sent on to the Office of the Comptroller. 

Senator Frear. In case the examiner in charge found only very 
minor things, would he then call the board of directors? Or would 
he probably just go over it with the officers? 

Mr. Jennincs. He would not call the board of directors of the bank 
together if it were of minor consequence, and in some instances even 
if it were reasonably important if he felt the executive management 
was capable and could handle the situation and the directors were 
62167—55 
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aware of the situation. He might forego calling the directors to- 
gether. 

Senator Frear. Of course, I suppose each individual institution 
may demand a little different treatment, or the examiner may pre- 
scribe a little different treatment. If the examiner in charge should 
think that the officers could not do it without the board of directors 
then he would call the board. In another institution he may think 
that they could do the work or make the changes without calling the 
board of directors into session. It would depend upon the serious- 
ness and the personnel in charge of the bank, as well as the board of 
directors, would it? 

Mr. Jenninos. It definitely would, Senator. I would say that in 
all cases where a bank is confronted w ith really serious problems the 
examiner, either alone or with the Chief Examiner, would convene the 
board. 

Senator Frear. Then as the seriousness gets greater the further 
your examiner goes, it may go to the board of directors or Chief 
Examiner, and eventually, maybe, to Washington? 

Mr. Jennines. That is right, sir. 

The experience gained by the Comptroller’s Office over a long 
period of years has proved that two examinations per annum is a 
desirable examination frequency schedule for a large proportion of 
national banks. However, it is apparent to the Comptroller and to 
the career officials of his office with many years of experience in the 
examination of national banks that the statutory requirement of two 
examinations per calendar year for all national banks is unnecessarily 
rigid, not conducive to the best utilization of the time and efforts of 
national bank examiners, and that the requirement could safely be 
made more flexible. 

The basic purposes of this legislation are as follows: 

(1) It will permit a more effective utilization of the time and efforts 
of the national bank examining force. 

(2) It will result in more thorough examinations being made by the 
existing force of national bank examiners, or even with a somewhat 
reduced force, which will be more valuable to the banks as well as to 
the Comptroller. 

(3) The expenses of the Comptroller’s Office, which are borne by 
national banks, should be reduced slightly over a period of time. 

Should this legislation be enacted, it would not be the policy of the 
Comptroller’s Office to waive 1 of the 4 examinations during each 2- 
year period in every possible case, but rather to adjust examination 
schedules so as to obtain the maximum benefit from the examination 
work performed. As I have already stated, our experience proves that 
2 examinations per annum is a desirable examination frequency 
schedule for a large proportion of national banks, and those bene will 
continue to be examined 4 times each 2 years. However, in the case 
of many adequately capitalized banks with sound asset structures and 
a long record of capable management of proven ability, it would be 
safe to omit 1 of the 4 examinations over a 2-year period. The time 
thus saved would permit the Comptroller’s examining staff to be 
utilized to better advantage by making more thorough examinations 
generally and devoting additional time to those banks considered to 
require a somewhat greater than normal degree of supervision. 
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The extent to which the Comptroller would exercise his discretion to 
waive 1 of the 4 examinations each 2 years would depend not so much 
on the number of adequately sound banks eligible for such treatment 
as it would on the number of banks whose condition warranted more 
thorough examinations, thereby requiring the time and efforts of 
examiners in examining ‘such institutions where their talents would be 
utilized to the best advantage and in the best interests of all concerned. 
Many banks whose condition and management would adequately 
warrant the waiver of one examination will not receive such a waiver 
unless and until it is determined that the services of the Comptroller’s 
examining staff can be utilized to better advantage in making exam- 
inations of other banks. An examining force capable of meeting 
fluctuating examination requirements must be maintained, and it 
necessarily follows that initially a large and ultimately a fair number 
of banks will be examined twice each year that would easily merit the 
biennial waiving of one examination. 

I have noted that one of the basic purposes of this legislation is to 
reduce, at least slightly, over a period of time the cost of maintaining 
the Office of the Comptroller of the Currency which is borne by na- 
tional banks. It is most difficult, and probably impossible, to make 
an accurate estimate of the reduction in costs that will ensue. It is 
the intention of the Comptroller to utilize his discretionary power 
to waive 1 examination each 2 years, provided this legislation is 
enacted, in such a manner that the services of the current examining 
force will be utilized on a full-time basis. There will not be a forced 
reduction in our staff of national bank examiners and assistant na- 
tional bank examiners either immediately or in the future. Over a 
period of time the examining force will be reduced to some extent but 
only as this comes about through normal retirements, voluntary 
resignations, and the failure to employ replacements. It should be 
stated that the present force of 249 national bank examiners and 574 
assistant examiners is not adequate in number to meet the present 
requirements of the 2 examinations each year despite persistent efforts 
to augment it. Simply as a rough estimate, we would hope that a 
reduction in costs amounting to 15 to 20 percent should be possible 
over a period of time. 

At the present time, each national bank is billed at the close of 
each examination for its share of the expenses of examination. The 
assessment is based on the assets or resources of the bank at the date 
of examination. The proposed legislation would amend the present 
law to permit assessments based upon the assets or resources of the 
banks to be made on dates selected by the Comptroller rather than 
on the dates of examination of the various banks. 

Senator Frear. Why is that change recommended? 

Mr. Jenninos. That change is recommended because, as I will 
later point out, Senator, some of the banks will only be examined once 
each year. Others will be examined twice—the vast majority of them 
will be—and the present law states that the assessment shall be made 
at the close of the examination. We propose that whether a bank is 
examined once or twice a year—actually it works out whether the 
bank is examined 4 times or 3 times in the 2-year period—it will not 
make any difference in the amount of the bill that will be rendred to 
the bank to take care of the expenses of the Comptroller’s Office 
and the examining staff. If we were to make a distinction in the 
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amount of the bill charged the banks, based on the number of ex- 
aminations made, we probably would be placed under considerable 
pressure at times, by banks that might very well merit only 3 rather 
than 4 examinations in 2 years, to waive 1 examination so that there 
would be a reduced cost to the bank. Wedo not want to be under 
that type of pressure. We want to be completely free to select the 
banks that we examine only 3 rather than 4 times in 2 years. We 
think that all national banks should bear their pro rata cost of main- 
taining the Office of the Comptroller and its examiners, and without 
distinction as to whether a specific bank is examined 3 times or 4 
times in the 2-year period. 

Senator Frear. Regardless of whether they are examined 3 or 4 
times in the 2-year period, their assessment would be the same? 

Mr. Jenninos. That is correct, Senator. 

Senator Frear. This would eliminate also a period of very short or 
very accentuated assets, temporary in nature perhaps. A depositary 
for a State institution or something else like that may have a tremen- 
dous sum of money on deposit at the time the examination was made. 
Under the old system, they would be charged according to that, but 
if you took an average over the year or 2-year period they would not 
suffer that penalty. Or is it a penalty? 

Mr. JenninGs. I do not believe we have in mind handling it that 
way. We would probably bill the national bank at semiannual 
intervals. It is conceivable we might wish to do it at quarterly inter- 
vals, but we would have to set our assessment base, in one particular 
at least, on the total assets of the bank. We would undoubtedly take 
the total asset figures from the several call reports of condition sub- 
mitted each year, so if we billed the banks at semiannual intervals of 
June 30 and December 31 we would take the total assets from such 
reports. It is only fair to point out that the dates of such reports 
might be a peak period for some banks, but nevertheless we believe 
it is the only fair way to handle it. 

Senator Frear. They may not want to have peak assets at the time 
the statements were reported. I know that is a very minor thing, 
but in a small institution sometimes it does make a difference. 

Mr. JENNINGS. Yes, we have found that is true, particularly in 
summer-resort areas when we examine in the summertime and 
deposits are way up. That is very true: 

Senator Frear. Thank you. 

Mr. Jenninos. I would also provide that the annual rate of assess- 
ment shall be the same for all national banks except that banks exam- 
ined more frequently than twice in 1 calendar year shall, in addition, 
be assessed the expense of the additional examinations. This means. 
that whether a bank is examined once or twice in a calendar year, the 
amount it will pay to the Comptroller will be the same. This elim- 
inates the probability of arguments that the Comptroller should 
exercise his discretionary power to waive 1 examination over a 2-year 
period so as to reduce the supervisory costs to the banks concerned. 
Banks examined more frequently than twice in a calendar year will 
be assessed in the same manner as all other national banks, but will 
be required, in addition, to pay the expenses of the special examina- 
tions. 

The purpose of assessing the banks upon dates selected by the 
Comptroller rather than on the dates of examination stems from the 
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fact that some banks will be examined only once, and also to permit 
the billing to be done directly from the Washington office rather than 
by the examiner in the field. The same date for determining the 
assets which will serve as a basis for the assessments will be used in 
the case of all national banks. Billing will be done on a quarterly or 
semiannual basis. 

Section 3 of S. 1188 would provide that all national banks exercising 
fiduciary powers and all banks and trust companies in the District of 
Columbia exercising fiduciary powers shall be assessed by the Comp- 
troller of the Currency for the examination of their fiduciary activities 
a fee adequate to cover the expenses thereof. Our experience proves 
that it is not practical to base the assessments for examining trust 
departments upon the amount of assets under administration since 
the values at which trust assets are carried vary from bank to bank 
and frequently have no relation to actual value. A fee based upon 
the actual cost to the Comptroller’s Office of making each trust exam- 
ination will be fair to all concerned. 

For the reasons stated, we urge enactment of the proposed legisla- 
tion. We believe it will result in better supervision of the national 
banking system and at a somewhat lower cost to the banks. 

I also have a statement relating to S. 1189. 

Mr. Chairman and members of the committee, national banks have 
been permitted to make first mortgage loans on improved real estate 
since the enactment of the Federal Reserve Act (sec. 24) in 1913. At 
that time mortgage loans on improved farm realty were authorized. 
The individual loans were restricted to 50 percent of the appraised 
value of the farm, maturities to 5 years, and the total of all such 
loans in a national bank to the greater of 25 percent of capital and sur- 
plus or one-third of time deposits. Improved urban realty was added 
in 1916, but such loans were limited to maturities of 1 year. In 1927 
the Congress enacted legislation permitting 5 year maturities for all 
types of improved real estate first mortgage loans and increased the 
aggregate limitation on all such loans to the greater of 50 percent of 
time deposits or 25 percent of capital and surplus. No amortization 
requirements were imposed. In 1935 the Congress again amended 
section 24 of the Federal Reserve Act in certain important respects, 
and the fundamental basis of the law has remained unchanged since 
that time. 

At the present time national banks may make first mortgage loans 
on improved farm or urban realty: 

(1) without amortization requirements, provided the amounts 
of such loans are restricted to 50 percent of the appraised value of 
the realty and the maturities not to exceed 5 years; 

(2) with amortization requirements up to 60 percent of the 
appraised value of the realty and with maturities not to exceed 
10 years. The principal amortization of these loans must 
amount to approximately 4 percent per annum, and not less than 
40 percent over the 10-year period; 

(3) provided the aggregate of all such loans, exclusive of loans 
(a) insured or guaranteed by the Veterans’ Administration, 
(b) participated in by a Federal Reserve Bank under the provi- 
sions of 13b of the Federal Reserve Act, and (c) participated in by 
the Small Business Administration, shall not exceed 60 percent 
of a bank’s time and savings deposits or 100 percent of its capital 
and surplus, whichever is the greater. 
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The proposed legislation, S. 1189, would not delete or change any of 
the provisions noted under (1), (2), and (3) above, but it would amend 
section 24 of the Federal Reserve Act so as to permit national banks to 
make amortized first mortgage loans on improved farm and urban 
realty with maturities up to 20 years, provided the loans are amortized 
at the average rate of 5 percent per annum. This means, of course, 
that the loans will be completely liquidated over the 20-year period. 
It will be noted that only the amortization rate and the length of 
maturity differ from the standards imposed on 10-year amortized 
mortgage loans described under (2) above. In all other respects, 
existing legal standards and restrictions are being retained. 

Prior to recommending to the Congress that it enact legislation to 
authorize this additional type of amortized real estate mortgage loan, 
the Comptroller’s office gave serious thought as to whether it would 
lead to unsound mortgage lending and concluded that it would not. 
Actually, it will simply permit national banks to make real estate 
first mortgage loans on a basis more in keeping with present-day real 
estate le nding practices and requirements. 

Senator Frear. You are still talking about farm and urban? 

Mr. Jenninos. Yes, I still am, sir. 

Senator Frear. This bill only pertains to that? 

Mr. Jenninas. It simply adds a new type of amortized real estate 
mortgage loan, whether it be on farm or urban realty. It retains all 
of the existing protective provisions. It departs very little in actual 
substance from the present mortgage lending practices of national 
banks. Under the existing law national banks make amortized first 
mortgage loans with 10-year maturities. At the end of 10 years, 40 
percent of the principal amount of the loan has been amortized and, 
in the vast majority of cases, the bank then recasts the loan for an 
additional period of 10 years. At the end of the second 10-year period, 
the loan is again recast for a period sufficient to pay off the unpaid 
balance. While it is true that the bank has an opportunity at the end 
of the 10-year period to examine its position and refuse to continue the 
loan, from a practical standpoint this seldom occurs. If it is a good 
loan, the bank wants to retain it. If the loan has deteriorated, other 
lenders will not accept it, and the bank must continue to carry it. 

Because of the natural desire of a borrower to obtain a mortgage 
loan that extends over the full period required to effect its liquidation, 
national banks have lost the opportunity to make many very desirable 
mortgage loans. We believe they should be authorized to make amor- 
tized first mortgage loans with 20-year maturities as provided in the 
suggested legislation. It will place national banks in a better com- 
petitive position, permit them to keep pace with modern develop- 
ments in the mortgage lending field, enable them to better serve their 
customers, and possibly increase to some extent the availability of 
funds for real estate financing in some areas. 

It is of interest to note that the banking laws of the State of New 
York permit banks to make real estate mortgage loans up to 66% per- 

cent of the appraised value of improved or unimproved property, with 
no limitations on maturities, and even second mortgage loans may be 
acquired provided the amount of the first mortgage when added to the 
amount of the bank’s second mortgage loan does not exceed 66% per- 
cent of the appraised value of the realty. 

Senator Frrar. Who makes the appraisal, the bank itself? 
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Mr. JenninGs. The directors of the bank or committee thereof. 

The laws of Pennsylvania permit first mortgage loans on improved 
farm or urban realty up to 66% percent of the appraised value of the 
property, and 10-year maturities with no amortization, and 20-year 
maturities if fully amortized over the life of the loan. The statutes 
of these two important States are more liberal in this respect than 
will be the case if the Congress acts favorably on this legislation. 

Senator Frear. Then, if this legislation is enacted, will New York 
and Pennsylvania be permitted to continue on the 66%-percent basis? 

Mr. JenninGs. New York and Pennsylvania State banks operate 
under State law. 

Senator Frear. Over which you have no control? 

Mr. JenninGs. That is right. 

Senator Frear. But the competitive field acts as a controlling 
agency somewhat; does it not? 

Mr. JenninGs. That is very true. At least a minor reason why we 
are now suggesting 20-year first mortgage loans on improved farm and 
urban realty, fully amortized over the life of the loan, grows out of 
the fact that some of the States have liberal mortgage lending laws 
pertaining to State banks, and national banks have to compete with 
the State institutions. That is simply one of the factors, not the only 
factor and certainly not the most important factor. 

Senator Frear. Is it under past experience pretty well proven that 
a loan that can be amortized annually to the extent of 5 percent may 
not have been a very acceptable loan in the beginning? 

Mr. Jennings. | do not know that we would have to restrict the 
amortization rate to 5 percent. The experience of the national banks 
with 10-year mortgage loans, with approximately 4 percent annual 
amortization and with 40 percent of the principal paid at the end of 
10 years, have proved to be good mortgage loans. As I pointed out, 
at the end of the 10-year period, when 40 percent of the principal has 
been paid, the bank then recasts the loan, and in the vast majority of 
instances for another 10-year period. In other individual cases it 
might be recast for 4 years, 5 years, 6 years, or 7 years, depending on 
the borrower and his ability to liquidate the loan. These loans have 
been handled successfully in the national banks. 

Senator Frear. In the past, however, have we not been in an 
expanding market, with increased valuation and with the appraisers 
of the institutions making more liberal appraisals? Naturally they 
had to. There is no question about it. Generally the trend has been 
for increased values on real estate during practic ally all of this period. 
If we get a declining market or a declining value in real estate, will 
not the 5-percent amortization prove more beneficial than your 4 
percent? Iam nota pessimist. I am not looking for a downturn in 
any of these values at all, but I do think—it is only personal—that 
a loan that cannot make 5 percent annually in some one of those years 
or more than 1 of those years out of the 10 or 20 he may have—a man 
may not be able to make it, but he can make it up over some other 
years. An average of 5-percent amortization to me enhances the 
value of the loan to the borrower as well as to the lending institution? 

Mr. Jenninos. I do not think there is any question about that, 
Senator, because as time goes on the loan or loans become better 
seasoned, and at the end of 7 ar 8 years, generally speaking, a bank 
has a better loan, a safer loan certainly, than it had during the first 2, 
3, or 4 years. 
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Senator Frear. In extending the period from 10 to 20 years or 
making a 20-year loan, has that grown out of the fact that generally 
speaking all real-estate loans have lengthened in their terms? 

Mr. Jennines. Well, in part it grows out of more modern lending 
practices, but actually since 1935, when section 24 of the Federal 
Reserve Act was amended by the Congress, providing for 10-year 
amortized mortgage loans, with 40 percent of the principal to be 
paid over the 10-year period, those loans for the most part have 
been carried on the books of the banks for periods up to 20 years or 
more. The main thing we are doing now is enabling the banker to 
tell a prospective homeowner, ‘We will make a loan for 20 years,” 
and that homeowner does not have to worry about what might happen 
at the end of 10 years when he has paid off a part of the loan and the 
banker for some reason might say, “I do not want to continue your 
loan. You find someone else to finance you.” 

Senator Frear. The borrower has a little more security. 

Mr. Jenninas. It is aimed, in part, toward giving the borrower 
more security. We think it is a perfectly sound lending practice for 
a bank to make a first-mortgage loan for 15, 18, or 20 years, with an 
average annual amortization of 5 percent. We think it is just as 
sound as the present provision which permits a 10-year loan with 
40-percent amortization over the 10 years. We think it is just exactly 
as sound. We do agree that with a 20-year loan the banker loses the 
opportunity at the end of 10 years, as provided under the present law, 
to reexamine his position and say, ‘‘I don’t want to continue the loan. 
Let someone else finance you.” If the loan has deteriorated, the 
borrower may be unable to find someone else to finance it, and the 
bank certainly does not want to foreclose and take over the property 
unless the borrower has proved to be very unreliable. 

Senator Frear. This does not mean that the banks have to make 
all of their loans on a 20-year basis. They still have the option of 
10, 15, 18, or 20 years? 

Mr. Jennincs. The law will still permit the bank to make the 10- 
year, 40-percent loans. It will permit them to make a loan with a 
maturity in excess of 10 years but not exceeding 20-years, with 5 
percent average annual amortization, or they can make a 5-year loan 
with no amortization up to 50 percent of the appraised value, rather 
than 60 percent of the appraised value which governs in connection 
with the amortized loans. 

Senator Frear. In your past experience do you find that the basis 
of amortization being set up has any specific advantage over a 5-year 
unamortized loan, or 10 years? 

Mr. Jenninos. I do not think there is any comparison between 
the two loans. The amortized loan is by far the best, but there are 
situations where it is desirable to permit the banks to loaz up to 
50 percent of the appraised value of the property for 5 years, because 
the borrower is in a position to pay off the loan at any time during 
the 5-year period. The bank may make a loan to a farmer, and it 
may take a first-mortgage loan up to 50 percent of the appraised 
value of the farm, simply as a backlog security on a current crop loan. 

Senator Frear. I am sure there are many instances where, of 
course, if he had to set up a specific amortization in his loan, it would 
be just impossible for him to do it? 

Mr. Jenninos. That is correct, sir. 
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The proposed legislation would also lengthen from 6 to 9 months 
the permissible duration of residential and farm construction loans 
which are not to be considered as real-estate loans subject to the 
provisions of section 24 of the Federal Reserve Act, but are to be 
classed as ordinary commercial loans. This 6-month period has 
proved to be unrealistically short in some cases. This amendment too 
is designed to make the powers of national banks more realistic in 
the light of modern needs, and it may serve to increase the availability 
of funds for the financing of short-term residential and farm-con- 
struction work. 

The President of the United States in his Economic Report of 
January 1955 made the following recommendation, and I quote: 

* * * Tt is also recommended that national banks be allowed to make amor- 
tized real-estate mortgage loans with maturities up to 20 years. The present 
limitation of 10 years for conventional mortgages unnecessarily restricts the avail- 
ability of home financing in some areas. The Congress can at the same time 
increase the availability of funds for the financing of construction work, and in a 
manner entirely consistent with sound credit practices, by authorizing national 


banks to make construction loans with a maximum duration of, say, 9 months. 
This rule should replace the present limitation of 6 months. 


We believe that passage of this bill is in the best interest of the 
national banking system, and we urge that it be enacted. 

We have been advised that the District of Columbia Bankers Asso- 
ciation recommends that the aggregate limitations on mortgage loans, 
exclusive of those types of loans noted under (3) above, be based on 
the greater of 100 percent of a bank’s capital and surplus, or 60 per- 
cent of time and savings deposits, or 20 percent of total deposits. 
The underlined portion constitutes the desired addition. Expressed 
in another way, banks having more than 33% percent of their total 
deposits in time or savings deposits would find it more advantageous 
to use 60 percent of time and savings deposits as the criterion. Other- 
wise it would be more advantageous to use 20 percent of total deposits. 

As an example, a bank with demand deposits of $6 million and time 
deposits of $3 million would arrive at the same aggregate limitation 
using either 60 percent of $3 million in time deposits or 20 percent of 
$9 million of total deposits. In either instance that bank could have 
outstanding $1,800,000 of mortgage loans, exclusive of certain types 
that are exempt. However, the bank with demand deposits of $7 
million and time deposits of $2 million, would find it more advanta- 
geous to use the 20 percent of total deposits, because in that case the 
bank could loan $1,800,000 on 20 percent of $9 million of total deposits, 
and they could only loan $1,200,000 on 60 percent of $2 million of time 
deposits. 

Several banks in the District of Columbia and a very small number 
of national banks throughout the country would be able to grant a 
larger volume of mortgage loans if they were able to base the aggre- 
gate limitation on 20 percent of total deposits. However, the legal 
ability of all national banks to make mortgage loans which are sub- 
ject to the aggregate limitations of section 24 of the Federal Reserve 
Act is estimated to be $15 billion, whereas the total amount of such 
loans is estimated at 7.7 to 8 billion dollars. The great majority of 
national banks would not be affected by such a change as they would 
find it more advantageous to use the ‘60 percent of time and savings 
deposits’’ as their legal aggregate limit. 
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It is open to question that a bank’s real-estate mortgage loans 
should be based in any amount on its demand deposits. 

Under the circumstances, the Comptroller of the Currency is not 
prepared to favor the recommendation of the District of Columbia 
Bankers Association that one of the aggregate limitation tests should 
be 20 percent of total deposits. 

Senator Frear. Mr. Jennings, we appreciate your testimony. We 
have following you a witness, I believe, who may propose some amend- 
ments toS. 1189. 1am wondering if time would permit your staying 
with us until you have heard the testimony. 

Mr. Jenninos. I will be happy to, Senator Frear. 

Senator Frear. We thank you, Mr. Jennings, for your appearance 
here this morning. 

The next witness is Mr. Gibbs Lyons, president of the First Stam- 
ford National Bank & Trust Co., Stamford, Conn. I believe you 
have a prepared statement to present. I might say that we will be 
very happy to have you go through your statement or you may high- 
light it, and it will be made a part of the record. 

Mr. Lyons. As a matter of fact, the testimony of Mr. Jennings, as 
favorable as it was, is almost identical in many respects to my report, 
so I can condense my testimony considerably, referring you to the 
prepared report, and make a few comments along the way. 

Senator Frear. We certainly do not want to hurry you. We 
would like for you to proceed in the manner you think would be most 
advantageous to you. 

Mr. Lyons. Thank you, sir. 


STATEMENT OF GIBBS LYONS, PRESIDENT, FIRST STAMFORD 
NATIONAL BANK & TRUST CO., STAMFORD, CONN., ON BE- 
HALF OF THE AMERICAN BANKERS ASSOCIATION 


Mr. Lyons. My name is Gibbs Lyons. I am president of the First 
Stamford National Bank & Trust Co., Stamford, Conn., and vice 
president of the national bank division of the American Bankers 
Association. On behalf of the American Bankers Association, I 
desire to make this statement in support of Senate bills S. 1736, S. 
1187, and 8S. 1188. 

On S. 1736, which has to do with the liberalization of section 5146 
of the United States Revised Statutes with regard to directors, we 
are heartily in favor of the extension of the geographical area from 
50 miles to 100 miles from the main office of the bank. Mr. Jennings 
in answer to an inquiry said they would not object to the extension 
being further liberalized by permitting two-thirds of the directors 
in number to reside outside of that State, instead of the present three- 
quarters. We would be heartily in favor of that further liberalization 
to two-thirds of the directors instead of the three-fourths limitation 
that now exists. I do not think you were here when that question 
was asked. 

Senator Frear. I do not believe I was. I think I am familiar with 
some of the limitations. 

Mr. Lyons. For instance, in the State of New York the State- 
chartered banks may have a competitive advantage, we think, over 
national banks, in that they have a larger geographical territory in 
which to select their directors, and we would recommend that this 
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section be further amended to provide for at least two-thirds of the 
directors of a national bank instead of three-fourths must reside 
within the State in which such bank is located, or within 100 miles of 
the location of the main office. 

Senator Frear. May I ask just one question. Maybe this is a 
more proper question to ask Mr. Jennings, but I am sure you are 
familiar with it. In all boards of directors of national banks 
quorum is required in meetings to transact business? 

Mr. Lyons. Yes, sir. 

Senator Frear. If we liberalize this as you suggest, would that in 
any way handicap the obtaining of a quorum? 

Mr. Lyons. Not particularly. For instance, I know of a man who 
spends his entire time in New York connected with business, yet his 
residence is in Ohio. Under the present limitation, unless he fell into 
the three-quarters clause, he would be excluded from being a director 
of that bank or a bank in New York City, although his business is a 
very important national concern. By this liberalization it gives the 
national bank a wider geographical area from which to select compe- 
tent directors for that bank. 

Senator Frear. But they would expect that man to attend a certain 
number of directors meetings or he would be of no value. 

Mr. Lyons. That is right. 

On S. 1187, on the matter of eliminating the requirement of notice 
of the voluntary liquidation to be published in New York, since 
national banks are no longer issuing circulating notes there seems to 
be no reason why that old provision in the law should not be eliminated. 

Senator Frear. It is probably overdue. 

Mr. Lyons. I am heartily in favor of it. 

Under S. 1188, on the number of examinations, the law now pro- 
vides, as you know, for two examinations a year. It is proposed that 
the Comptroller be given the discretion to waive 1 out of the 4 in a 
2-year period. The national banks are heartily in favor of that. We 
think it will make for a more effective and efficient administration by 
the Comptroller’s Office and will result in better and more constructive 
examination for the banks. 

Senator Frear. As the president of a bank that will be affected by 
this, do you in your opinion suppose that you would be asked to use 
any pressure to get four examinations a year, or would you be 
satisfied ? 

Mr. Lyons. I think if the condition of the bank were such that it 
would worry me, the chief examiner would be aware and he would 
see that I got four. I cannot believe that there would be any objection 
to that, 

That briefly is my report. I will be glad to answer any questions. 

Senator Frear. Senator Bennett is a very important member of 
not only the subcommittee but the full Banking and Currency Com- 
mittee, and a man who is very well acquainted with the National 
Bank Act, as well as other banking acts. I wonder if the Senator 
has some questions. 

Senator Bennett. No, F have none. I am particularly pleased to 
see the possibility of relieving the banks of one-quarter of the examina- 
tion burden. 

Mr. Lyons. We are, too. It is not the expense involved; it is the 
time consumed. 
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Senator Frear. Thank you very much. 
(Mr. Lyons’ prepared statement follows:) 


STATEMENT OF GiBBS LYONS ON BEHALF OF THE AMERICAN BANKERS ASSOCIATION 


My name is Gibbs Lyons. I am president of the First-Stamford National 
Bank & Trust Co., Stamford, Conn., and vice president of the national bank 
division of the American Bankers Association. On behalf of the American 
Bankers Association I desire to make this statement in support of Senate bills 
S. 1736, S. 1187, and S. 1188. 


SENATE BILL 1736 


With your permission, I would like first to discuss Senate bill 1736. This bill 
would amend section 5146 of the United States Revised Statutes, which provides 
that at least three-fourths of the directors of a national bank must reside within 
the State in which such bank is located or within 50 miles of the location of the 
office of such bank, by extending the 50-mile limitation to 100 miles. 

The 50-mile provision was added to the statute in 1921 by an amendment. At 
that time, Congress seems to have recognized the growth of metropolitan areas or 
trade areas and the necessity of permitting national banks to select their directors 
from those areas regardless of the fact that a director might have his residence 
across the line of an adjoining State. For example, the 1921 amendment permit- 
ted the national banks in Philadelphia, Pa. to select directors from the adjacent 
States of New Jersey and Delaware, who resided within 50 miles of the offices of 
such banks. This had the effect of enlarging the source of qualified directors in 
the area served by the Philadelphia banks and provided a broader base from which 
bank shareholders could select experienced business and professional men for their 
boards. 

Since 1921, conditions have changed materially. Metropolitan areas have been 
extended enormously, and communities have been brought closer together. The 
rapid growth of population, the shortening of distances by improved highways and 
modern transportation, the tremendous expansion of industries, and the wide 
dispersion of plant facilities, often in conformity with the national-security 
program, have made the 50Q-mile limitation unrealistic and too restrictive. It 
should be extended to 100 miles. It is our belief that the amendment of the 
statute by this extension, as is proposed in 8. 1736, would tend to strengthen bank 
boards of directors by the addition of many outstanding business and professional 
men who are now denied the opportunity of serving on bank boards by the old 
geographical limitation. 

We therefore urge favorable consideration of 8. 1736. 


SENATE BILL 1187 


I should like now to direct my remarks to Senate bill 1187. This bill would 
amend section 5221 of the United States Revised Statutes, which provides for the 
publication of notice when a national bank has voted to go into liquidation, in two 
respects: - 

First, it would dispense with the present requirement for publishing the notice 
of liquidation in a newspaper published in the city of New York. 

Second, it would eliminate notifying the holders of such bank’s notes to present 
such notes against the association for payment. 

Both of these are old provisions, dating back to the days when national banks 
issued currency referred to here as circulating notes. Obviously, it was necessary 
for national banks to publish notices of liquidation in what was the Nation’s 
financial center, so that the holders of its notes could present their claims for 
redemption, but national banks no longer issue circulating notes. The circulation 
privilege wag discontinued by law, effective July 22, 1935. In support of this 
statement, I should like to quote from Federal Laws Affecting National Banks as 
of January 1, 1950, compiled and published by the Office of the Comptroller of 
the Currency, page 17: 

‘Due to the expiration on July 22, 1935, of the circulation privilege conferred 
on United States bonds by act July 22, 1932, section 29, chapter 522, 47 Statutes, 
740, and the calling for redemption of United States 2 percent Consols of 1930, 
as of July 1, 1935, and of United States 2 percent Panama Canal loan bonds of 
1916-36 and 1918-38, as of August 1, 1935, by a call dated March 11, 1935, 
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there are no longer any bonds eligible to be deposited with the Treasurer of the 
United States as security for the issuance of circulating notes to national banking 
associations * * *,” 

If national banks were still issuing such notes, which previously were widely 
circulated, there would be a logical reason for publishing in a New York news- 
paper a notice for presentation of claims and a notice of liquidation. Since they 
are not, such publication in a New York newspaper is superfluous and a waste 
of money. 

The continued required publication of notice of liquidation in a newspaper 
in the city or town in which the bank is located, or if no newspaper is there pub- 
lished, then in the newspaper published nearest thereto, should be adequate and 
sufficient notification to the creditors of the bank to present their claims for 
payment. 

We therefore urge your favorable consideration of S. 1187. 


SENATE BILL 1188 


Senate bill S. 1188 would make three important changes in the present Federal 
laws governing the examinations of national banks by the Office of the Comp- 
troller of the Currency. All of them, I believe, are in the interests of sound 
supervision, and would give the Office of the Comptroller greater freedom in the 
supervision of banks, resulting in more thorough and effective examinations. 

The first change would permit the Comptroller, in his discretion to waive 1 of 
the 2 examinations required each year, but this waiving of 1 examination could 
not be done more often than once every 2 years. Such waiver would, in effect, 
result in 3 examinations in a 2-year period, instead of the present 4 exami- 
nations. This would enable the Comptroller to utilize to greater advantage his 
examining force in the field. Often, in order to satisfy the statutory requirement 
of two examinations a year, banks are subjected to a second examination only a 
short time after the first one has been completed. The second examination 
would, in practically all cases, be a waste of time and money. By having this 
authority, too frequent examinations could be avoided and more time and 
attention could be given to each examination and to special-problem situations. 
It would also provide more time for the examiners to spend on other investiga- 
tions, such as applications for new charters, changes in capital structure, and 
application for branches. 

The second change would permit the Comptroller to assess all national banks for 
examination services on a yearly basis, regardless of whether 1 or 2 examinations 
are made, which assessments may be billed in installments such as semiannually 
or quarterly. Examinations now are assessed and payable at the conclusion of 
each examination. This change would assure the Comptroller of a fixed amount 
for the ordinary examinations (not over two) each year and would permit the 
spreading of such assessment payments so that they would be received in equal 
installments over the year as needed. It must be remembered that fees for more 
than two examinations a year and for other investigations would continue to be 
assessed separately as work is performed. 

The third change would permit the Comptroller to assess national banks for the 
examination of their fiduciary activities on a cost basis, that is, for a fee adequate 
to cover the actual cost thereof. An assessment for examination based upon a 
proportion of total assets under administration as is now charged, has no relation 
to the amount of work performed in making such examination. The cost basis 
will prove more practical and equitable, and will assure the Comptroller of re- 
ceiving sufficient revenue to pay ali the expense incident to such examination. 

It was my privilege to serve as Deputy Comptroller of the Currency from 1933 
to 1938, and as Chief National Bank Examiner in the field from 1938 to 1944. 
From my experience, I can assure you that this bill, 8. 1188, is very desirable. 

On behalf of the American Bankers Association, I urge your favorable action 
on 8. 1188, and also on the other two bills, 8. 1736 and 8. 1187. 


Senator Frear. The next witness is Mr. John A. Reilly, president 
of the Second National Bank, Washington, D.C. 
The same offer is extended to you, Mr. Reilly. 
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STATEMENT OF JOHN A. REILLY, PRESIDENT, SECOND NATIONAL 
BANK, WASHINGTON, D. C., ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. Reritty. My name is John A. Reilly, and I am president of the 
Second National Bank of Washington, D. C. It is my privilege to 
make this statement on behalf of the American Bankers Association 
in full support of the Senate bill 1189. I also would like to add that 
I am the chairman of the real-estate mortgage committee of the savings 
and mortgage division, which division consists of members represent- 
ing national banks, State-chartered banks, and mutual savings banks. 
This division and the national bank division of the association have 
long been in favor of the amendment to the present statutes contained 
in S. 1189 and additional changes which we would like to recommend. 

If enacted into law, this bill would enable the national banks to 
compete on a more favorable basis with other types of mortgage lend- 
ing institutions in the financing of real estate. Despite the present 
restrictive legal limitations, national banks have been important 
lenders in this field. As of December 31, 1954, the 4,798 national 
banks in the country had loans secured by real estate in the amount of 
$9,806,254,000 and savings and time deposits of $27,129,508,000. 
Since real estate loans of national banks are limited the in aggregate 
to 60 percent of savings and time deposits, approximately $6.5 billion 
of the $27 billion savings and time deposits as of December 31, 1954, 
would be available for additional real estate financing. Therefore, 
national banks are in a position to loan still more funds for this pur- 
pose, if this statute is amended so as to liberalize the terms, and I 
think that is quite important from the standpoint of the banking 
system. 

The present restrictive provisions of section 24 of the Federal Re- 
serve Act discriminate against national banks by not permitting them 
to make conventional real estate loans, that is, loans not insured or 
guaranteed by a governmental agency, on a basis comparable to other 
private lending institutions. 

The Federal statutes now in effect permit national banks to make 
only two types of conventional real estate loans: (1) a loan where the 
amount does not exceed 50 percent of the appraised value of the real 
estate, with the final maturity no longer than 5 years and with no 
amortization of principal required; (2) a loan where the amount does 
exceed 60 percent of the appraised value, with the final maturity no 
longer than 10 years but with principal installment payments required 
sufficient to amortize 40 percent or more within the term. 

The statutory provisions of many of the States governing real 
estate lending by competitors of national banks are much more 
liberal. In the majority of the States, State-chartered banks, mutual 
savings banks, State savings and loan associations, and life insurance 
companies have either no restrictions or enjoy more favorable terms 
than do national banks, both with respect to maturity or the maximum 
amount of a real estate loan. Federal savings and loan associations 
also are authorized by law to make conventional real estate loans 
with maturities up to 25 years and up to 80 percent of the appraised 
value. 

With the proposed changes in S. 1189 plus our recommendations, 
the lending authority of national banks both with respect to the 
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limits on amount and the limits on maturity would be sound and still 
not as liberal as the terms which most of their competitors are permit- 
ted to offer under their lending authority. 

The passage of this bill, S. 1189, not only would enable national 
banks to compete on a more equal basis in the conventional real estate 
mortgage market, but also would serve as a strong incentive for 
national banks to make greater use of conventional real estate loans 
and depend less on the use of Government guaranteed and insured 
loans with their extremely liberal terms. Such action would spare 
the Government and the taxpayer the contingent liability inherent in 
the guaranteed or insured loan. The 20-year maturity on the con- 
ventional loan also would eliminate the necessity for the national 
bank at the request of its customer to refinance such loan at the end 
of the 10th year, the maximum maturity now allowed. Instead, 
the real estate loan can be negotiated so that the monthly payments 
would entirely liquidate the indebtedness over the 20- year period. 
This method would result in a real saving of money, both to the cus- 
tomer and the bank. It also would relieve the borrower of concern 
over the need for renegotiation at the end of the 10th year. 

At this time, we would like to submit an amendment to S. 1189 
which we believe would supply the additional factor necessary to re- 
move more effectively the present unfair competitive disadvantage of 
national banks in the making of conventional real-estate loans. Under 
the present law, 60 percent of the appraised value of the real estate 
constitutes the highest limit on the maximum amount of real-estate 
loan which a national bank is permitted to make. It is our recom- 
mendation that in the case of a loan made on a conventional basis for 
a period up to 20 years and fully amortized this limit should be raised 
to 66% of the appraised value of the real estate. This would mean 
increasing the maximum of a loan only 6% percent. While such in- 
crease is a relatively small amount, it would make the maximum loan 
permitted more in line with the statutes governing most private lending 
institutions. The majority of States now permit State-chartered banks 
to make loans on the basis of 66% percent or more of the appraised 
value. 

S. 1189 also provides that national banks should be authorized to 
make construction loans on residential or farm buildings for a period 
up to 9 months, instead of 6 months, as now provided under existing 
statutes. This additional time is needed because it is not always pos- 
sible to finish construction and complete the permanent financing 
within 6 months. Delays in securing materials, other work of con- 
tractors and subcontractors, and other factors have resulted in many 
cases in a longer construction period than was in effect at the time the 
present statute was enacted. 

It also is recommended that S. 1189 be amended by adding a new 
provision which would authorize national banks to make construction 
loans covering industrial or commercial buildings. Because such 
projects are substantially larger than residential construction, much 
more time is needed to complete the building and consummate the 
permanent financing. It is felt that such construction loans should 
be permitted to have maturities up to 18 months. This recommenda- 
tion is not made to encourage heavy programs of temporary interim 
financing by national banks solely for the fees involved, but rather 
to permit them this privilege when needed. It is our understanding 
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that most of the States now have such authority and many State- 
chartered banks use it to considerable advantage in competition with 
national banks. 

Senator Frear. You are permitted at the present time to make 
construction loans, are you not? 

Mr. Reriiy. On residential and farm property. 

Senator Frear. But not industrial? 

Mr. Reritiy. Not industrial and commercial. Of course, it takes 

longer time to build them, and that is the reason we recommend 
the longer maturity. 

It is recommended further that S. 1189 be amended so that the 
aggregate amount of construction loans of all types which a national 
bank can make shall not exceed 50 percent of its actually paid-in 
and unimpaired capital and surplus. The present law now limits 
the aggregate of cate construction loans to 50 percent of the bank’s 
actually paid-in and unimpaired capital only. We consider this 
increase justified, especially if the amendments suggested are incor- 
porated in S. 1189 for three reasons: 

First, the maturities of present authorized construction loans would 
be extended from 6 to 9 months, thereby increasing the outstanding 
balances of such loans. 

Second, the authorization of construction loans on industrial and 
commercial properties would increase the entire outstandings of con- 
struction loans held by a national bank, especially on account of their 
larger size. 

Third, it would expand their capacity in this field to serve the credit 
needs of the public. 

Senator Bennerr. Mr. Chairman, may I ask a question at this 
point for the record. Mr. Reilly, can you tell us approximately by 
what percentage this last amendment would increase the loaning 
ability of the banks—what percentage the surplus bears to the cap- 
ital? I know it is different for every bank. 

Mr. Reiiiy. I would say it would about double it at least. 

Senator Bennerr. You are asking for an extension or a widening 
of your loaning base on an interesting philosophy, and I wondered 
whether you were prepared to tell us approximately how much it 
would widen it. 

Mr. Reiuuiy. It would at least double it, I would think, Senator. 

Senator Bennerr. Thank you. 

Mr. Reruuy. It is our firm belief that S. 1189, if enacted into law, 
and particularly if our suggested amendments are incorporated there- 
in, will permit national banks to do a much more effective job in the 
financing of real estate construction and home ownership. It will 
enable national banks to provide this needed financing on a basis more 
comparable to that now permitted to most other lending institutions. 
It will enable such banks to handle on a conventional basis both the 
interim and permanent financing of all types of real estate construc- 
tion. 

I should like to make these final observations. 

It may seem strange to you that the American Bankers Association 
should be sponsoring a program to liberalize mortgage credit terms at 
a time when the number of housing starts in this country exceed by a 
substantial margin the number of new household formations. 





a Andante: 








; 
7 








NATIONAL BANK AMENDMENTS 29 


We are cognizant of the inherent dangers created by an oversupply 
of housing. The Association is already on record in opposition to 
further liberalization of mortgage credit that is insured or guaranteed 
by the Government. 

The loans we seek to liberalize by the terms of this bill are strictly 
conventional loans. They are made by financial institutions based 
upon the intrinsic value of the real estate and the credit standing of 
the borrower. The risk is fully assumed by the lender and there is 
no guaranty or insurance by the Government. 

When the client of a national bank has saved enough cash to make a 
payment equal to one-third of the purchase price of a piece of property, 
we feel that the institution should have the facilities to make him a 
permanent loan on an amortized basis that will be self-liquidated in 
20 years. 

Many an excellent loan has been lost in the past by national banks 
because of the present 10-year limitation. It must also be remembered 
that a person who has accumulated sufficient cash to pay one-third 
down is a discriminating borrower. It is difficult to sell him the idea 
that if he meets his payments promptly there will be no difficulty in 
negotiating a renewal on the same basis 10 years later. 

Neither the lender nor the borrower has the ability to accurately 
forecast economic conditions 10 vears after a loan is originally nego- 
tiated. Who can tell what the condition of the money market may 
then be? 

The interest rate is very important to this type of a borrower. He 
makes the best deal he can and wants to be assured that the rate will 
not change until his loan is paid in full. The bank would welcome 
the opportunity to make the loan but it is now prohibited by law. 

We, in the banking fraternity, have a personal enthusiasm for the 
conventional loan. We would like to see it become fashionable again 
in financing the purchase of a home. The Government should wel- 
come such a development because in this type of financing it assumes 
no responsibility whatever. 

We submit that the provisions of S. 1189 and the amendments we 
have suggested are sound proposals, and we urge that favorable action 
be taken “by your committee. 

Senator Frear. As one member of the committee, Mr. Reilly, I 
hope there is in the future that point where we may be making 100 
percent conventional loans, although I have sponsored some guaran- 
teed loans because I personally thought it was necessary. 

May I ask a questio:. If you are permitted to increase your lend- 
ing capacity in conventional loans by including your surplus, will that 
create a spiral between the appraisers of the national bank versus 
those of the State bank? 

Mr. Reixy. I think not, Mr. Chairman, because the only purpose 
of this is to enable the bank to make the construction loan and give 
him a little longer time before it becomes a real estate loan and there- 
fore has to comply with the provisions of the law. So a banker would 
be very foolish in my opinion to make an unsound loan by going up 
to his total capacity when he knows that at the end of that period 
of time he has got to have it taken out by a permanent loan or he has 
an illegal loan on his hands. It merely gives him that temporary 
relief that is so badly needed. 
Senator Frear. Senator Bennett. 
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Senator Bennett. No further questions. 

Senator Frear. Thank you very much, Mr. Reilly. We are glad 
to have had you with us today. 

Mr. Reruiy. I appreciate the opportunity. 

Mr. F. G. Addison, Jr., chairman of the law and legislative com- 
mittee of the District of Columbia Bankers Association. 

Mr. Addison, we extend to you the same privilege. You may pro- 
ceed in your own manner by going through your statement or by high- 
lighting it and having your testimony made a part of the record. 

Mr. Appison. It is only a page and a half. With your permission, 
I think it would save time to stick to it. 


STATEMENT OF F. G. ADDISON, JR., CHAIRMAN, LAW AND LEGIS- 


LATIVE COMMITTEE, DISTRICT OF COLUMBIA BANKERS ASSO- 
CIATION 


Mr. Appison. My name is F. G. Addison, Jr. I am president of 
the Security Bank, Washington, D. C., appearing in behalf of the 
District of Columbia Bankers Association, as chairman of its law and 
legislative committee. I would like to say that there are seven na- 
tional banks and 10 either trust companies or State banks, and we are 
all members of the District of Columbia Bankers Association. 

Senator Frear. I understand you get along pretty well together. 

Mr. Appison. Very nicely. As a matter of fact, I have been in the 
business 53 years, and I like it every day. 

The District of Columbia Bankers Association strongly recom- 
mends the enactment of S. 1189. However, the association recom- 
mends the insertion of the words “or 20 percent of total deposits” on 
line 16, page 3, after the word “deposits.’”’ With this amendment 
the entire sentence would read: 

No such association shall make such loans in an aggregate sum in excess of the 
amount of the capital stock of such association paid in and unimpaired plus the 
amount of its unimpaired surplus fund, or in excess of 60 per centum of the amount 
of its time and savings deposits, or 20 per centum of total deposits, whichever is 
greater. 

The reason for suggesting this amendment is that national banks 
are frequently at a disadvantage in competing with State banks. 
We feel certain that the restrictions on the making of real estate 
loans by national banks, which are more severe than for banks under 
most State laws, have contributed to the constant reduction in the 
number of national banks. 

The Comptroller of the Currency’s annual reports show, as to the 
number of national banks: 
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During the same period the number of State banks has increased. 
There has also been more and more competition for the savings of the 
thrifty by: 

(a) Aggressive sales campaigns for Treasury series E bonds. 

(6) Mutual savings banks. 

(c) Savings and loan associations, including Federal savings and 
Joan associations. 

(d) Federal credit unions. 
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(e) Installment sales of equity securities, including mutual funds. 

I submit and call to your attention that one of the great and 
important decisions that must be made is that when in the city of 
Washington or any other city there is a migration of our people to 
jurisdictions in the metropolitan area, there becomes need for new 
banking facilities in those areas. When the bank is to be formed, 
what is most natural—to form a bank under a State law, where the 
people who give them the charter know them and they deal with 
the local State in which they do business, or to take a national 
charter out and be restricted to a condition of real-estate lending more 
strict than the situation in the metropolitan area? Mr. Jennings’ 
office ought, in my opinion, to meditate on the future of the dual 
banking system and not on the statistics of the past. 

Senator Frear. You think there is no magic in the word “Federal” 
any longer? 

Mr. Appison. I am covering that in here, sir. I think you will 
agree, and so will Mr. Jennings, that since the passage of the law 
insuring stockholders up to $10,000 in Federal savings and loan 
associations, said associations have shown very substantial gains. 

These savings and loan associations usually pay from 3 to 3% percent 
in this area, whereas banks are restricted by law to 2% percent. They 
pay no Federal taxes, in most instances, because of the exemption 
allowed until their reserves pass 12 percent of share liabilities. Banks 
pay 52 percent of net income in Federal income taxes. 

Now, the request for this suggested amendment is covered by the 
next paragraph, which I think the Comptroller’s Office has not given 
the weight that it deserves. 

The members of the District of Columbia Bankers Association are 
strongly of the opinion that everything should be done to lend en- 
couragement to the maintenance of a strong dual banking system. 

Historically, our dual banking system has been regarded as desirable. 
However, a dual banking system can only exist while there are no 
substantial disadvantages in national charters. I may say the dis- 
advantages are pretty clearly eliminated if you would consider the 
giving up of a national charter by the Chase National Bank recently 
and transferring of those $6 billions over to the State system. Today, 
with equal Federal insurance of deposits, those provisions of the Na- 
tional Bank Act which are more restrictive than are contained in @ 
majority of State banking laws remove incentives to apply for a 
national charter. The former prestige of such a charter, implying 
superior supervision, has been practically eliminated by deposit 
insurance. 

The real-estate lending power of national banks are made up of a 
series of compromises and concessions stemming from recurring neces- 
sity to change the original provisions of the National Bank Act, which 
forbade national banks to make any loans on real-estate security. 
The present aggregate limit, based on time deposits, was adopted at a 
time when the amortized mortgage was almost unknown, and when 
real-estate loans were regarded as frozen assets. The changed nature 
of real-estate lending is not recognized by the present aggregate 
restriction. Not only is there a well-established market in FHA 
insured loans, which must be included in a national bank’s entitle- 
ment, but the average life of a 20-year amortized loan is not over 10 


years, with the amount at risk being reduced monthly during that 
time. 
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Therefore, it is important that the National Bank Act be liberalized 
to eliminate, as far as possible, the disadvantages under which national 
banks must now operate, due to the restrictions of the act. 

Those national banks desiring to accommodate their customers in 
real-estate financing could consider increasing interest rates to the 
maximum now allowed by law to attract a ‘larger volume of time 
deposits. If this were resorted to it would, undoubtedly, force them 
to cover the increased cost by changing their investments from the 
lowest yield, highest type bonds or mortgages, to those of longer 
maturity or lower grade that yield greater rates than their present 
investments, thus changing their liquid ratio of cash and governments 
to risk assets. When several banks in a city do this other banks feel 
that they must meet competition and likewise raise interest rates and 
change their investment policies. 

A large number of States have no limitation on the aggregate 
volume of real-estate lending for their State banks, placing the 
responsibility on the individual bank’s conservative policy and the 
influence of the banking commissioners’ examination of each institu- 
tion. It is interesting to note that those States without restrictions 
had as good a record in the last depression on real-estate lending as 
was the case of the States with limitations. 

Within a city it could well be at this time that one of two competing 
banks, with the same aggregate total assets, could legally make four 
times the amount of real-estate loans that its ne ighbor in the same 
city could make. As an illustration, one of the Washington banks 
with total assets of $71 million and time deposits of $24, 600,000 
could make real-estate loans of $14,800,000, and a competing bank 
with total assets of $67,500,000 and time deposits of $5,500,000 could 
only make $3,330,000 of mortgage loans. 

The experience of banks does not justify any dependence upon the 
theory that savings accounts are less vulnerable to withdrawal in 
time of stress than demand deposits. 

The amendments proposed by representatives of the American 
Bankers Association are constructive, and it is felt would be advisable. 

Senator Frear. Senator Bennett? 

Senator BenNetr. No questions. 

Senator Frear. I note, Mr. Addison, that the number of national 
banks has decreased from 1940 to 1954 by about 300 banks. How 
many of those would you say are accounted for by the banks com- 
bining? 

Mr. Apptson. It would be substantial, and it would also be sub- 
stantial with State banks combining. I may say the total assets of 
national banks now represent about one dollar out of three. I think 
that is about right. Mr. Jennings, could you tell me, what is the 
relative total of national banks versus all other banks? 

Mr. Jennincs. The national banks have approximately half of the 
banking resources. 

Mr. Appitson. Approximately half. Is that after Chase National? 

Mr. Jenninos. After the Chase National took effect. The national 
banking system has about 48 or 49 percent of all banking resources in 
the country, including the savings banks. 

Mr. Appison. And I think I have made the point that we want to 
keep the dual system going if we can. 
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Senator Frear. I am heartily in favor of the dual banking system, 
sir. That does make, however, the average national bank a little 
larger than the average State bank? 

Mr. Appison. I would say substantially so, because of the corre- 
spondent banks and the big corporate financing banks, but numeri- 
cally I think my figure should have been that the State banks have 
about two banks to one national bank. That is the figure I wanted 
to convey. 

Senator Frear. Thank you very much, Mr. Addison, for your 
testimony. 

Mr. Jennings, would you like to comment on the recommendations 


made by the ABA? 


STATEMENT OF L. A. JENNINGS, DEPUTY COMPTROLLER OF 
THE TREASURY, ACCOMPANIED BY A. P. FOLGER, CHIEF NA- 
TIONAL BANK EXAMINER—Resumed 


Mr. JENNINGS. Yes; I would like to comment on some of them, sir. 

The ABA, Mr. Chairman, has recommended that the present limita- 
tion governing the amount that may be loaned on a specific piece of 
improved property, provided the loan is amortized, be increased from 
60 percent of the appraised value of the property to 66% percent of the 
appraised value of the property. When we were considering the sug- 
gested changes in section 24, considerable thought was given to whether 
we should suggest a limitation of 66% rather than leave the limitation 
as it now appears in the law at 60 percent. It was the Comptroller’s 
opinion that 60 percent was a reasonable limitation and that there 
might not be too great a need for increasing it to a 66%-percent limita- 
tion on the loan in relation to value of the property. However, the 
Comptroller and his staff have further considered the matter, and I 
am authorized to say that the Office of the Comptroller of the Cur- 
rency would interpose no objection whatsoever to a limitation of 66% 
on individual amortized loans in relation to the value of the property. 

Senator Frear. Suppose this legislation is enacted and does increase 
the limitation to 66% percent of ‘the appraised value. Will the ap- 
praisers take mto consideration this increase and perhaps be a little 
more conservative in their appraisals? In that case the effect would 
be nullified? 

Mr. Jenninos. I think you have raised an excellent point. Na- 
tional banks, as well as State banks, when they make a real estate 
mortgage loan, have what is called an ‘appraisal committee, frequently 
consisting of three members of the board of directors. In some very 
large institutions appraisal firms are employed, but 98 percent of the 
banks do their own appraising. The appraisal of a parcel of real 
estate should be described, we believe, as an art rather than a science. 
No one can pinpoint the exact sales value. Some appraisal commit- 
tees are more liberal than others. I have suspected that at times a 
few of our national banks make 66%-percent loans, but I think for 
the most part they sincerely try to conservatively appraise the prop- 
erty, and then loan up to 60 percent. But there are variations, of 
course. We do not believe that any elements of unsoundness would 
creep in as the result of increasing the limit to 66% percent of. the 
appraised value. 
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Senator Bennerr. Mr. Chairman, there are many people in the 
banking business and many variations in the judgment and in the 
point of view of men who become bankers. That difference has been 
manifest in the past and will continue to be manifest in the future. 
One of the purposes of our supervision system is to have a check on 
the exuberance of some particular banker who might feel that he 
wants to be liberal in his estimate of what either 60 percent or 66% 
percent would be. So, if the theoretical basis is sound, you still have 
to contend with the individual personal policies of the men who are 
operating the banks. 

Mr. Jenninos. I agree with that entirely, Senator. 

Senator Bennetr. The ones who are liberal now are going to be 
liberal in the future. 

Mr. Jenninas. Such individuals will continue to be liberal, although 
in competition with the State banks—and many State banks can go 
to 66% percent—there will be less inclination, I would believe, for them 
to stretch a point, to appraise a piece of property on the basis that it 
would suit the loan needs of a particular borrower. So it might 
actually react in a sound way. 

Senator Bennert. If the bill is amended, their consciences would 
not bother them quite so much. 

Mr. Jennines. I should think they would be a little clearer, 
Senator. 

Senator Frear. Can you exercise any influence over the selection 
of members of the board of national banks? 

Mr. Jennines. No, we do not attempt to do that. It is easier 
than might appear for an examiner to determine that a particular 
bank is using, let us say, very liberal appraisal methods. After all, 
homes are sold. Similar homes in the same areas are sold. The sale 
prices of those homes are known, and if an examiner finds that a 
banker has appraised a piece of property that sold last month for 
$20,000, at a value of $25,000, he 1s obviously going to inquire about 
the additional $5,000 of value. It is relatively easy to determine 
whether a bank is using reasonable methods in appraising real estate 
loans. 

Senator Frear. And the examiners can comment on the directors 
in their report, can they? 

Mr. Jennines. The examiners aii do point out that the 
directors are following ultraliberal policies, but the vast majority of 
appraisal committees, I am sure, are very serious about their responsi- 
bility, and I feel that they do a good job. 

Senator Frear. I heartily agree with that. There was no inference 
that they were not doing a good job. Asa matter of fact, I have great 
esteem for those men, those who examine, I might say, national banks 
and also State banks. I believe that inherently they are all trying to 
do the best piece of work that it is humanly possible for them to do. 

Mr. JenninGcs. Regarding the American Bankers Association com- 
ment in connection with construction mortgage loans, as the law pres- 
ently stands banks may make construction mortgage loans on homes 
and improved farm properties with maturities up to 6 months, and 
those loans do not have to be regarded as mortgage loans subject to 
the provisions of section 24. However, at the end of 6 months the 
construction should have been completed and the final mortgage loan 
taken out. We have suggested that the 6-month limitation be in- 
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creased to 9 months, and I believe the ABA considers that is reason- 
able, as regards residential and improved farm properties. 

The AB: A would like to have a longer period in connection with con- 
struction loans involving commercial and industrial properties, and it 
has recommended that such loans have maturities up to 18 months. 
It is common practice for national banks to make construction mort- 
gage loans on residential properties and on farm properties which are 
not subject to the provisions of section 24. National banks are not 
permitted to make construction mortgage loans on industrial or com- 
mercial property unless they conform to section 24. We know from 
being in close contact with the banking picture that many State banks 
are permitted to make such loans without restrictions of consequence. 
Generally they are made with a takeout commitment that has been 
signed by an insurance company other other lender. The bank itself 
does not propose to carry the final loan for 20 or 30 years. 

I am not prepared to say what the position of the Office of the 
Comptroller of the Currency will be as regards construction mortgage 
loans on commercial and industrial properties with maturities of 18 
months, and with the permission of the chairman I would like to 
leave it this way: We will advise the committee within a week or 
10 days of the position of the Comptroller on this particular point. 

Senator Frear. I know that you are under great pressure down 
there all the time, but I believe the chairman of the subcommittee 
would be happy if you could reduce that time a little bit. 

Mr. JenninGS. Would it be appropriate to notify the committee 
by this coming Friday? 

Senator Frear. I am sure it will be appropriate whenever you do it. 
We will no doubt be depending on that, but I think the chairman of 
the subcommittee would like to get these pieces of legislation before 
the full committee as early as possible, so any time that you can 
decrease that would be much appreciated. 

Mr. Jenninos. I shall try to have the information in the hands of 
the committee by Wednesday of this week. I cannot do it sooner 
than that. 

(The following was received with reference to the above:) 

TreAasURY DEPARTMENT, 
May 6, 1955. 
Hon. A. Wiiuis ROBERTSON, 
Chairman, Subcommittee on Banking, 


Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrMan: In testimony before your subcommittee on May 2, 
1955, Mr. John A. Reilly, appearing on behalf of the American Bankers Associa- 
tion, recommended an amendment to 8. 1189 which would authorize national 
banks to make construction loans covering industrial or commercial buildings and 
having maturities of not to exceed 18 months, and to regard these loans as ordinary 
commercial loans even though the banks might hold real estate security. He also 
recommended an amendment which would raise the aggregate limit on these con- 
struction loans from 50 percent of capital to 50 percent of capital and surplus. 
Another amendment recommended by Mr. Reilly would permit national banks to 
make amortized mortgage loans upon 66% percent of the appraised value of the 
real estate offered as security rather than the present 60 percent. 

Mr. L. A. Jennings, Deputy Comptroller of the Currency, in his appearance 
before your committee testified that there would be no objection to the increase in 
the aggregate limitations on construction loans nor to the 66% percent rule, and 
this Department will interpose none. 

With respect to the 18-month construction loans on industrial or commercial 
buildings, this Department would have no objection to the proposed amendment 
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provided that the amendment requires that in every case there must be a comple- 
tion and release of lien bond, and a commitment from a financially responsible 
lender to make the final mortgage loan upon the realty when construction has been 
completed, the proceeds of which are to be used to pay in full the bank’s construc- 
tion loan. 

These changes could be accomplished by substituting ‘‘6624” for ‘60’’ at each of 
the first two places it appears in section 1 of 8. 1189, and by substituting for section 
2 of S. 1189 the following: 

“Sec, 2. The third paragraph of section 24 of the Federal Reserve Act, as 
amended (U. 8. C., 1952 ed., title 12, sec. 371), is amended to read as follows: 
‘Loans made to finanee the construction of industrial or commercial buildings 
and having maturities of not to exceed eighteen months where there is a comple- 
tion and release of lien bond issued by a financially responsible individual, partner- 
ship, association, or corporation and a valid and binding agreement entered into 
by a financially responsible lender to advance the full amount of the bank’s loan 
upon the completion of the buildings, and loans made to finance the construction 
of residential or farm buildings and having maturities of not to exceed nine months, 
shall not be considered as loans secured by real estate within the meaning of this 
section but shall be classed as ordinary commercial loans whether or not secured 
by a mortgage or similar lien on the real estate upon which the building or buildings 
are being constructed: Provided, That no national banking association shall 
invest in, or be liable on, any such loans in an aggregate amount in excess of 
fifty per centum of its actually paid in and unimpaired capital plus fifty per 
centum of its unimpaired surplus fund. Notes representing loans made under 
this section to finance the construction of residential or farm buildings and 
having maturities of not to exceed nine months shall be eligible for discount as 
commercial paper within the terms of the second paragraph of section 13 of the 
Federal Reserve Act, as amended, if accompanied by a valid and binding agree- 
ment to advance the full amount of the loan upon the completion of the building 
entered into by an individual, partnership, association, or corporation acceptable 
to the discounting bank.’ ”’ 

In the time available it has not been possible to obtain the customary advice 
of the Bureau of the Budget with respect to this report. 

Very truly yours, 
W. RANDOLPH BuRGEss, 
Acting Secretary of the Treasury. 

Senator Bennetrr. Would you comment on the idea of increasing 
the base to include the surplus as a basis for calculating the allowable 
amount of construction loans? 

Mr. Jennineas. The Office of the Comptroller of the Currency 
would have no objection to increasing the base from 50 percent of 
capital to 50 percent of capital and surplus. I have the figure here 
as of December 31, 1954, showing approximately what that increase 
would amount to. 

All national banks in the country had total capital stock of $2,485 
million as of December 31, 1954. So 50 percent of that amount 
would be slightly in excess of $1.2 billion. Now, if the law were to 
be changed to read 50 percent of capital and surplus, it would approxi- 
mately double the present amount, so it would amount to about 
$2.4 billion, because the surplus accounts of the national banks 
amount to $3,950 million. The use of 50 percent of capital and 
surplus would enable the national banking system to loan approxi- 
mately the full amount of its capital account, or $2,485 million, in 
construction mortgage loans. Some banks do not have surplus 
accounts equal to their capital accounts, and others have surplus 
accounts exceeding their capital accounts. The figures mentioned 
would be a close estimate. 

We would have no objection to this change. As a matter of fact, 
there are literally hundreds, possibly thousands, of smaller banks 
that rarely have construction loans outstanding. It is used widely 
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and fully, of course, by banks in metropolitan areas, and particularly 
those banks that are located in areas adjacent to metropolitan areas 
where there has been a substantial amount of building going on, but in 
many rural communities throughout the country it is rarely used. 
So it is safe to say that if the law were amended to read 50 percent 
of capital and surplus, at no time would the national banking system 
have a figure even approaching $2,485 million in construction mortgage 
loans. 

I believe that covers everything the American Bankers Association 
brought up. However, if you wish, I will make a few comments 
relative to Mr. Addison’s comments. 

Mr. Addison, as you remember, strongly advocates that the aggre- 
gate limitation governing real-estate mortgage loans should include 
as one of the tests 20 percent of total deposits. I outlined the result 
of this in a mathematical example a few minutes ago. <A bank having 
33% percent or more than 33% percent of its total deposits in time 
deposits tares better using 60 percent of time and savings deposits as 
the criterion. Mr. Addison indicated that one of the reasons why the 
national banking system was contracting as to number was repre- 
sented by great tightness in national banking laws generally, and I 
think he particularly directed the attention of the committee to this 
particular rule that restricts mortgage loans to 60 percent of time and 
savings deposits. I do not believe that any national banks have left 
the system because of the current law holding national banks to 60 
percent of their time and savings deposits. Actually, that is not a 
problem with very many national banks. 

Here in the District of Columbia, where there are not very many 
industries, apart from Government and service industries, the banks do 
have more real-estate mortgage loans outstanding on an average than 
will be found in other areas of the country. We find that the Texas 
banks have practically no time or savings deposits. They are strictly 
commercial banks right down to the small institutions. They don’t 
make mortgage loans. They do not have any particular desire to do 
so. As I mentioned a few minutes ago, if all of the national banks 
in the country moved right up to their legal aggregate limit in making 
real-estate mortgage loans, they could go to about $15 billion, and 
at the present time they hold about $7.7 billion of real-estate loans 
that come within the aggregate limitation, so they still have a wide 
margin in which to make real-estate mortgage loans. However, that 
is small comfort to a bank that has loaned up to 60 percent of its time 
and savings deposits and has desirable loan applicants coming in day 
after day and the bank would like to make more real-estate mortgage 
loans which would be possible if they could base their limitation on 
20 percent of total deposits. But it is not a wide-scale problem at 
all. Only a relatively small number of banks find themselves in that 
position. 

Senator Bennett. You have indicated that 33% percent is the 
breakeven point. Could you furnish us with a figure telling us what 
proportion or what number of national banks have more than 33(5 
percent of their deposits in savings? 

Mr. JENNINGS. Senator, we could do that, but the only way we 
could do it would be to go through all of the most recent reports of 
examination. That would not take too long, but I could not have it 
up here by Wednesday or even Friday. 
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Senator Bennett. Could you give us an estimate? You say there 
is a comparatively unimportant segment of the national banking 
system that w ould be helped or aided. Do you have any figures to 
back that up? I see Mr. Addison is turning to a paper. Do you 
have any figures, Mr. Addison? 

Mr. Appison. The Federal Reserve Bulletin for April 1955 may 
possibly answer that. All commercial banks as of 1947 had time 
deposits of $34 billion. As of June 1954 they had $43 billion in 
individual savings, compared to $98 billion. So it runs 43 to 98 
billion in savings. 

Senator Benner. That is the total in the System? 

Mr. Appison. That is the total of commercial banks, not necessarily 
the Federal Reserve. 

Senator Bennerr. That is the total commercial banking system, 
not just national banks? 

Mr. Appison. No, sir; that is all. 

Mr. Jenninos. Senator, I do not have the figures with me. A 
couple of years ago we made a study, and I did not bring the results 
of that study with me, but 1 should point out that if we just figure 
the number of banks in the country that could loan more by means of 
the 20-percent test than the 60-percent test, we would not have the 
full answer. In the group of banks that could loan more on real estate 
by the 20-percent test, there would be hundreds that would not want 
to, such as the Texas banks. It is rather difficult to pin it down to 
the number of banks that are being pinched and really want to go to 
a higher mortgage loan level. 

Senator Benner. Can you give us any indication on any basis of 
either how many banks are involved or what percentage of national 
banks are involved? How serious is the question? 

Mr. Jenninas. I would make a rough estimate that there are not 
more than a hundred national banks out of the 4,700 national banks 
in the country that find themselves so pinched and would desire to 
utilize a 20 percent of total deposits formula. 

Senator Bennett. That helps us with the problem. Thank you 
very much. 

Mr. Jenninas. I would like to make one more statement. If the 
committee seriously considers adding the 20 percent of total deposits 
as one of the governing limitations, a refinement would be necessary. 
If we are going to use the 20-percent basis, it should be 20 percent of 
a bank’s total deposits exclusive of due to bank accounts and public 
funds. Certainly I do not believe the District of Columbia Bankers 
Association would wish to have included in the total deposits their 
correspondent bank accounts or public moneys, which should not be 
a part of the base under any circumstances. 

Senator Bennett. In transit, in effect. 

Mr. Jenninos. That is right. So it should be 20 percent of total 
deposits, exclusive of due to bank accounts and public moneys. 

Senator Bennett. Do you agree with that, Mr. Addison? 

Mr. Appison. I would be glad to get the compromise, sir. 

Senator Bennett. I do not know that any was offered. 

Senator Frear. This is a most informal meeting, and we want to 
continue to have it that way. Mr. Addison is on his feet. Do you 
have something to add? 
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Mr. Appison. Mr. Jennings, would you give for the record the 
justification in your opinion for still having savings as the criterion 
by which mortgages should be made by national banks? 

Mr. Jenninos. My reply should be regarded simply as my own 
personal opinion. I do not consider that it is a sound premise that 
no portion of a bank’s demand deposits should be represented by real 
estate mortgage loans. I agree with Mr. Addison that in times of 
stress savings accounts will be as volatile and possibly more volatile 
than many of the demand-deposit accounts. 

Mr. Appison. I was going to ask Mr. Jennings, with your permis- 
sion, to comment on the influence on a new bank in metropolitan 
areas being organized, and whether they would evaluate the restric- 
tions on national banks versus the State. 

Senator Frear. Mr. Addison, that may be a proper question to 
ask him, but I would prefer that you ask him that off the record. 

Mr. Jennings, in your opinion what effect have the more liberal 
guaranteed and insured loans had on the conventional type of loans 
so far as the national banks are concerned? 

Mr. Jennings. I suppose I have to say that the net effect is that 
there are fewer conventional mortgage loans by virtue of the demand 
for FHA title Il and GI mortgage loans. However, the national 
banks do have a very substantial volume of conventional mortgage 
loans. I have noted down the exact breakdown as of December 31, 
1954. National banks at the year end had total mortgage loans of 
$9,806 million. FHA title II loans aggregated $2,453 million. GI 
loans aggregated $2,125 million. Conventional mortgage loans aggre- 
gated $5,228 million. National banks hold far more conventional 
mortgage loans than they do of either FHA or GI taken separately, 
but if the FHA and GI were not insuring or guaranteeing loans, 
obviously the banks would have more conventional loans. 

Senator Frear. The portfolio of the national banks containing 
insured and guaranteed loans does not enter your restricted area of 
real-estate loans? 

Mr. JENNINGS. Yes; it does, Senator. The FHA title II loans have 
to be added into the aggregate of all loans subject to the limitation of 
100 percent of capital and surplus or 60 percent of time and savings 
deposits, whichever is the greater. However, when the GI bill of 
rights was enacted into law, all GI loans, provided they are guaranteed 
or insured up to at least 20 percent of the amount of the loan, are 
excluded from the aggregate limitation. 

Senator Frear. That is GI? 

Mr. Jenninas. Yes. They are excluded. 

Senator Frear. And you had a little over $2 billion of GI loans? 

Mr. JENNINGS. $2,125 million that are excluded from the limita- 
tion. Of course, many bankers argue that the FHA title II’s should 
be excluded because, as a matter of fact, the Government agency 
protection is somewhat greater than in connection with a GI loan. 
Nevertheless, the Congress saw fit to exclude the GI and not the FHA. 

Senator Frear. Thank you, Mr. Jennings. I think this has been, 
a most profitable morning. Thank you very much, sir. 

Without objection, the subcommittee is adjourned. 

(Whereupon, at 11:47 a. m., the subcommittee was adjourned.) 
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